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Farthing. — The  word  farthing  or  fourth  thing  was  originally 
the  fourth  part  of  a  silver  penny,  and  was  first  struck  as  a  separate  coin 
in  the  reign  of  Henry  I.  Copper  farthings  were  introduced  in  1613  in  the 
reign  of  James  I.,  who  brought  the  idea  from  Scotland.  Copper  farthings 
were  continued  until  I860,  when  the  bronze  coinage  now  current  was 
adopted.  The  bronze  farthing  weighs  4375  grains,  and  is  legal  tender  to 
the  extent  of  Is. 

F.A.S. — Contraction  for  "free  alongside  ship,"  meaning  that  the 
goods  referred  to  are  to  be  delivered  for  the  price  quoted  alongside  the  ship 
or  on  the  quay,  but  not  put  on  board.  In  the  latter  case  they  would  be 
quoted  "  F.O.B." :  free  on  board. 

F.C.S. — This  is  a  contraction  for  "  free  of  capture  and  seizure,"  and 
appears  in  "  slips  "  for  policies  of  marine  insurance,  to  denote  that  the  insurer 
is  not  liable  for  loss  or  damage  to  the  goods  or  ship  arising  from  capture 
and  seizure. 


is  the  term  used  to  indicate  any  estate  in  land  of  inheritance, 
that  is,  any  estate  greater  than  life  ownership.  Tenancy  in  fee-simple  is 
the  largest  estate  in  land  recognised  by  the  law  of  England,  for  theoretically 
the  absolute  dominion  of  land  is  in  the  Crown.  Such  an  estate  is  descend- 
ible to  all  heirs-general  in  the  order  enacted  by  the  Inheritance  Act  1833. 

Fee-tail — which  means  an  estate  descendible  to  heirs  of  the  body  only, 
unless  the  entail  is  barred — has  had  in  England  a  long  and  curious  history, 
beginning  with  the  statute  De  Donis  Conditionalibus  1285,  and  reaching 
down  to  the  Fines  and  Recoveries  Act  1833.  The  present  result  is  that 
any  tenant  in  tail  in  possession  can  disentail  without  any  consent  by 
simply  executing  and  enrolling  a  deed.  A  tenant  in  tail  can  bar  the 
entail  only  by  an  executed  and  enrolled  deed  in  his  own  lifetime.  A  mere 
contract  to  do  so  is  invalid,  as  is  also  any  attempt  to  do  it  by  a  testa- 
mentary document.  If  there  is  a  "  protector "  of  the  settlement,  usually 
a  tenant  for  life,  he  must  consent  to  the  disentail  if  it  is  to  be  valid  against 
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remainders  following  upon  the  estate  tail.  A  tenant  in  tail  has  also  the 
powers  of  a  tenant  for  life  under  the  Settled  Land  Act  1882.  A  tenant  in 
tail  in  possession  can  thus  either  absolutely  convert  his  estate  into  a  fee- 
simple,  or  he  can  merely  sell  under  the  1882  Act,  and  the  same  destination 
will  still  apply  to  the  purchase  money  or  to  any  land  bought  therewith. 
To  this  legal  necessity  of  the  consent  of  the  protector  of  the  settlement  to 
enable  a  tenant  in  tail  to  absolutely  bar  the  entail  (under  the  condition 
enforced  on  him  that  the  lands  are  resettled  for  another  generation)  is 
due  the  preservation  of  the  great  landed  estates  of  England  in  the  same 
family.  It  is  not  due,  as  is  often  supposed,  merely  to  the  observance  of 
the  custom  of  primogeniture.  W.  J.  N.  Liddall. 

Fee  and  Liferent.    See  Liferent. 

Feu  and  Feu- Duty. — Feu,  in  Scotland, is  the  feudal  fee,  as  dis- 
guished  from  the  superiority,  in  heritable  subjects  held  of  the  Crown  or  a 
subject  superior.  The  granter  of  the  feu  is  termed  the  superior,  the  grantee 
the  feuar  or  vassal.  With  certain  exceptions  well  known  to  Scots  lawyers, 
e.g.  udal  rights  in  Orkney,  all  property  is  held  of  the  Crown  as  ultimate  or 
paramount  superior,  although  there  may  be  interposed  between  the  Crown 
and  the  real  right  of  actual  ownership  and  possession  many  intermediate 
superiors  and  vassals,  each  vassal  paying  to  his  own  immediate  superior  a 
feu-duty  which  may  or  may  not  vary  according  to  the  terms  of  the  grant. 
The  following  example  will  illustrate  this : — 

The  Crown  feus  one  acre  of  land  to  B  at  a  feu-duty  of  £1.  B  sub-feus 
to  C  at  a  feu-duty  of  £2.  C  sub-feus  to  D  at  a  feu-duty  of  £5.  B  sub-feus 
half  an  acre  to  E  at  £10.  E  sub-feus  a  quarter  of  an  acre  to  F  at  £10 ;  and 
so  on  ad  infinitum. 

The  deed  by  which  a  feu  is  given  off  or  constituted  is  a  feu  charter, 
feu  contract,  or  feu  disposition.  These  forms  are  practically  identical, 
except  that  the  feu  contract  is  bi-lateral  and  takes  the  form  of  a  contract 
between  the  superior  and  the  feuar  in  place  of  a  simple  conveyance  by  the 
granter  to  the  grantee. 

Feu-duty  is  the  annual  payment  or  reserved  annuity  payable  by  each 
vassal  or  feuar  to  his  superior.  In  early  times  the  feu  was  held  for  military 
service  and  suit  and  presence  at  the  courts  of  the  superior — properly  termed 
ward-holding  (finally  abolished  20  George  II.  cap.  50) — but  later  for  pay- 
ments in  money  or  kind,  or  partly  the  one  and  partly  the  other,  and  now 
almost  invariably  for  a  money  payment.  In  the  case  of  feus  granted  after 
1st  October  1874  the  annual  feu-duty  must  be  of  fixed  amount  or  quantity. 
(The  Conveyancing  (Scotland)  Act,  1874,  sec  23.) 

For  recovery  of  the  feu-duty  the  superior  may  raise  an  ordinary  action 
of  payment,  or  he  may,  so  long  as  he  remains  superior,  attach  the  movables 
on  the  feu  by  the  process  of  poinding  the  ground  (Scottish  Heritages 
Company,  1885,  12  R  550) ;  but  he  is  not  entitled  to  attach  the  rents 
by  an  action  of  maills  and  duties  (Prudential  Assurance  Company,  1884, 
11  R  871 ;  Nelson's  Trustees,  1896,  23  R  1000).  The  superior  has  also  a 
real  right  preferable  to  creditors  and  purchasers  of  the  subjects  and  a  right 
of  hypothec  for  the  last  or  current  feu-duty.  If  the  vassal  fails  to  pay  his 
feu-duty  for  two  complete  years  the  superior  may,  by  an  action  of  Declarator 
of  Irritancy  ob  non  solutem  canonem  (in  respect  of  the  non-payment  of  the 
feu-duty),  recover  the  feu  with  all  buildings  and  erections  thereon,  and  freed 
of  all  sub-feus,  bonds,  mortgages,  and  other  incumbrances  imposed  by  the 
vassal  (Cassels,  1888,  12  R  722 ;  Sandeman,  1883,  10  R  614,  reversed  12 
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B.  (H.L.)  67).  This  irritancy  may,  however,  be  purged  at  the  bar,  i.e.  by 
payment  of  the  arrears  of  feu-duty,  without  interest,  at  any  time  before 
decree  of  declarator  of  irritancy  has  passed,  been  extracted,  and  recorded 
in  the  appropriate  Eegister  of  Sasines  (Maxwell's  Trustees,  1893,  20  B. 
958;  Conveyancing  (Scotland)  Acts  (1874  and  1879)  Amendment  Act, 
1887,  sec.  4).  No  direct  action  of  irritancy,  however,  lies  against  sub- 
feuars.  The  action  must  be  directed  against  the  immediate  vassal  or  feuar 
(Nelson's  Trustees,  1901  (O.H.)  9  S.L.T.  309). 

Interest  is  not  payable  on  feu-duties  until  a  judicial  demand  has  been 
made  for  payment,  unless  the  feu  charter,  feu  disposition,  or  feu  contract 
expressly  provides  that  the  annual  feu-duty  is  to  bear  interest  from  the 
term  or  terms  at  which  it  is  payable  (Marquis  of  Tweeddale,  1842,  4  D. 
862 ;  Marquis  of  Tweeddale' s  Trustees,  1880,  7  E.  620). 

Each  successive  proprietor  of  the  feu  becomes  personally  liable  for  pay- 
ment of  the  feu-duty  during  the  period  of  his  proprietorship  and  no  longer, 
provided  he  gives  to  the  superior  notice  of  change  of  ownership  in  terms  of 
the  Conveyancing  (Scotland)  Act,  1874,  sec.  4,  and  Sch.  A.  So  the 
executors  of  the  vassal  were  held  not  bound  to  pay  feu-duties  falling  due 
after  the  date  of  the  vassal's  death  (Aiton,  1889,  16  B.  625;  see  also 
Marshall,  1895, 22  B.  954,  affd.  23  E.  (H.L.)  55).  But  if  the  original  feuar 
have  bound  himself  and  his  heirs  and  successors,  jointly  and  severally,  for 
payment  of  the  feu-duty,  he  and  his  estate,  real  and  personal,  remain 
bound  in  perpetuity  jointly  and  severally  with  the  successive  proprietors 
for  payment  of  the  feu-duty  (Police  Commissioners  of  Dundee,  1884,  11 
R  586 ;  Burns,  1886, 12  E.  1343,  reversed  14  E.  (H.L.)  20.) 

John  K.  Laidlaw. 

F.G.A. — These  letters  are  used  in  "slips"  for  policies  of  marine 
insurance,  and  are  the  contraction  for  "  free  from  general  average."  They 
denote  that  the  underwriter  does  not  hold  himself  liable  to  make  good 
general  average  losses  suffered  by  the  subject  insured  or  the  general  average 
contributions  due  from  it  to  other  interests  engaged  in  the  voyage.  See 
"  General  Average." 

Fiars.    See  Liferent. 

FlarS  Prices. — There  have  been  at  various  periods  of  history 
occasions  when  the  prices  for  produce  were  arbitrarily  fixed  by  authority 
without  regard  to  the  value  or  the  limited  supply  of  the  commodity. 
Fiars  prices,  on  the  other  hand,  have  been  originally  intended  to  represent 
the  fair  average  value  of  grain  and  victual  for  the  period  to  which  they 
were  applicable,  with  a  view  to  the  settlement  of  payments  which 
depended  on  such  prices,  or  the  value  of  the  produce  to  be  awarded  by  a 
court  of  law  when  there  had  been  a  failure  in  the  delivery  of  the  commodity 
itself.  The  term  "fiar"  is  supposed,  with  great  probability,  to  be  taken 
from  the  old  French  word  "fe&r  "  or  "  affurer"  to  rate  or  value  at  a  certain 
rate,  and  the  words  "  effeirs  "  and  "  effeiring  "  seem  to  come  from  the  same 
root.  This  is  illustrated  in  Bell's  Law  Dictionary  (v.  effeirs)  as  "  the 
interest  effeiring  to  a  particular  sum"  or  the  proportion.  The  word 
"  feiring  "  is  a  term  still  in  daily  use  in  the  south  of  Scotland  with  reference 
to  the  proportioning  of  "  rigs,"  i.e.  making  them  of  equal  width. 

When  commissaries  were  first  appointed  in  room  of  the  Bishop's  Court 
by  Queen  Mary,  after  the  Eeformation,  they  appear  to  have  been  in  use 
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to  strike  fiars  (feur  prices),  the  name  being  very  probably  suggested  by 
the  intercourse  with  France  at  that  period  Some  references  are  made  to 
commissary  fiars  in  Connell  on  Tithes  (i.  431,  and  Appendix  33).  There 
is  no  information  as  to  the  manner  in  which  these  were  struck  or  upon 
what  evidence.  It  seems  reasonable  to  suppose,  however,  that  the  prices 
were  such  as  obtained  at  the  time,  in  regard  to  which  a  few  witnesses 
would  be  examined.  When  sheriff  fiars  had  been  begun  to  be  struck  there 
were  sometimes  questions  as  to  whether  the  sheriff  or  the  commissary 
fiars  should  be  followed  where  both  parties  claimed  the  fiars  most  favour- 
able to  themselves.  The  commissaries  were  gradually  stripped  of  their 
powers,  and  at  last  in  1836  their  court  was  abolished,  certain  of  their 
duties  being  transferred  to  sheriffs  of  counties. 

In  the  Exchequer  Bolls  of  Scotland  now  published  there  will  be  found 
from  year  to  year  the  various  prices  which  were  charged  by  the  Crown 
officers  for  the  different  items  embraced  in  the  Crown  rental.  That  these 
prices  were  not  always  entirely  satisfactory  to  the  lieges  is  shown  by  an 
old  case  of  Mudie,  Dec  1685,  reported  by  Lord  Karnes,  where  the  report 
bears  that  the  fiars  were  alleged  to  be  far  above  the  true  prices,  and  made 
only  to  force  the  king's  tenants  to  pay  their  rents. 

The  fiars  prices  preserved  in  Exchequer  commence  only  with  the  year 
1708,  the  date  of  the  constitution  of  the  new  Court  of  Exchequer  (Record 
Commission,  p.  432).  The  King's  Eemembrancer  in  1800  reported  that 
fiars  serve  as  a  rule  for  settling  private  contracts  relative  to  the  purchase 
and  sale  of  grain  where  the  prices  either  are  not  or  cannot  be  otherwise 
ascertained,  and  for  determining  the  money  composition  to  be  paid  to  the 
Crown  by  vassals  whose  land  rents  or  duties  were  payable  in  grain,  and 
for  the  latter  purpose  a  return  is  made  into  Exchequer  annually,  and  a 
record  is  there  kept  of  the  fiars  of  these  counties  in  which  his  Majesty's 
land  rents  are  payable  in  grain. 

On  2l8t  December  1723  the  Lords  of  Council  and  Session  passed  an 
Act  of  Sederunt  declaring  and  appointing  the  manner  of  striking  the 
sheriff's  fiars.  It  proceeds  on  a  narrative  that  "  there  is  a  general  com- 
plaint that  the  said  fiars  are  struck  and  given  out  by  the  sheriffs  without 
due  care,"  and  lays  down  certain  regulations  for  striking  the  fiars  between 
4th  and  20th  February  for  the  preceding  crop  of  the  several  sorts  of  victual 
bought  and  sold  since  1st  November  immediately  preceding  the  Court 
until  that  day.  The  striking  of  the  fiars  for  Orkney  and  Shetland  is 
postponed  to  the  month  of  May  by  an  Act  of  Sederunt  of  14th  November 
1818.  The  purpose  of  these  fiars  is  stated  in  the  Act  of  Sederunt  of 
1723  to  have  been  to  liquidate  the  price  of  victual  in  diverse  processes 
that  come  before  the  Court  of  Session  and  the  subordinate  judicatories. 
The  Act  of  Sederunt  has  not  been  strictly  followed,  and  indeed  the  action 
of  the  Court  of  Session  in  passing  it  has  been  questioned.  There  have 
been  several  complaints  against  the  manner  in  which  the  fiars  were  struck 
which  appear  in  the  law  reports,  but  the  Court  has  generally  declined  to 
interfere  with  the  action  of  the  sheriffs. 

The  stipends  of  the  parochial  clergy,  which  largely  consisted  of  grain 
or  victual,  were  in  use  to  be  met  down  to  near  the  nineteenth  century  by 
delivery  of  the  kind  of  grain  or  victual  in  which  they  were  awarded.  This 
was  found  inconvenient,  and  some  of  the  clergy  then  began  to  arrange  with 
their  heritors  for  payment  of  at  least  a  portion  of  the  stipend  in  money 
according  to  fiars  prices.  This  at  length  was  made  applicable  to  all  cases 
by  the  Teinds  Act  1808,  by  which  it  was  provided  that  stipends  should 
be  modified  wholly  in  grain  or  victual,  except  in  certain  special  cases,  and 
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were  to  be  paid  in  money  according  to  the  highest  fiars  prices  of  the 
county  for  the  kind  of  grain  or  victual  of  which  the  stipend  consisted. 

Before  the  Act  of  Sederunt  was  passed  the  sheriff  fiars  appear  to  have 
been  struck  in  eleven  counties,  probably  those  in  which  the  Crown  was 
specially  interested ;  between  1723  and  1808  other  nineteen  counties  were 
added  to  that  list,  and  after  1808  the  remaining  two  counties  had,  to 
meet  the  requirements  of  the  Act  of  that  year,  adopted  the  practice  of 
striking  fiars. 

The  following  are  the  dates  from  which  they  commence  in  the  several 
counties  which  have  been  obtained  from  the  Record  Commission  1800, 
Teind  Records,  and  other  sources.  Eeturns  of  the  fiars  prices  are  made 
annually  by  the  sheriff-clerks  to  the  Teind  office  under  an  Act  of  Sederunt 
of  1809.  It  is  possible  that  in  some  counties  the  fiars  may  have  been 
preserved  for  other  years  than  those  undernoted  among  the  Sheriff  Court 
Records;  arranged  alphabetically  they  stand  thus: — Aberdeen,  1705 
Argyle,  1802;  Ayr,  1658;  Banff,  1801;  Berwick,  1689,  1787;  Bute,  1802 
Caithness,  1783 ;  Clackmannan,  1698 ;  Dumbarton,  1749, 1798 ;  Dumfries 
1626;  Edinburgh,  1626,  1740;  Elgin,  1740, 1802;  Fife,  1640,  1700,  1802 
Forfar,  1728 ;  Haddington,  wheat  and  bear,  1627 ;  Inverness,  1790 
Kincardine,  1752 ;  Kinross,  1802 ;  Kirkcudbright,  1801 ;  Lanark,  1786 
Linlithgow,  1667;  Nairn,  1802;  Orkney  and  Shetland,  1785;  Peebles, 
1809 ;  Perth,  bear  and  meal,  1630 ;  Eenfrew,  1754,  1796 ;  Ross  and 
Cromarty,  1804 ;  Roxburgh,  1635  ;  Selkirk,  1812  ;  Stirling,  1788  ;  Suther- 
land, 1806 ;  Wigton,  1802.  Where  there  are  more  years  than  one 
mentioned  the  fiars  do  not  appear  to  have  been  struck  continuously. 
Since  the  fiars  prices  were  applied  to  stipends  the  complaints  that  they 
are  not  struck  in  a  satisfactory  manner  have  increased.  These  complaints 
were  fully  noticed  in  the  evidence  led  before  a  committee  appointed  by 
the  Board  of  Agriculture,  of  which  Lord  Mansfield  was  chairman,  1900- 
1901,  and  the  report  of  the  committee  now  printed  indicates  that  the 
complaints  are  well  founded.  Legislation  will  probably  be  required 
before  the  improvements  desiderated  will  be  effected. 

The  sheriffs'  fiars  then  continue  to  be  the  rule  of  payment  of  grain 
or  victual  stipend,  and  rents  and  feu-duties  where  payable  in  grain  or  victual, 
except  those  of  the  archbishopric  of  Glasgow,  for  which  special  fiars  are 
struck  on  behalf  of  the  Crown  and  the  University  of  Glasgow.  These 
fiars  have  been  struck  yearly  in  the  office  of  a  legal  firm  in  Glasgow  for 
the  Crown  duties,  and  for  victual  duties  payable  to  the  University  (see  the 
above  report).  They  are  only  struck  for  meal,  and  the  evidence  of  two 
witnesses  is  taken  as  to  the  result  of  their  special  inquiries  at  certain 
shops  in  Glasgow. 

Corn  averages  were  at  one  time  obtained  in  Scotland  for  revenue 
purposes  under  the  Act  45,  George  III.  c.  86,  passed  in  1773.  Accord- 
ing to  Mr.  Rew  of  the  Board  of  Agriculture  (see  above  report)  these  were 
not  used  for  duty  purposes  after  1805.  The  duties  afterwards  depended 
on  the  English  prices.  An  account  of  the  average  price  of  corn  and  grain 
in  each  of  the  last  ten  years  to  5th  January  1814  for  the  four  maritime 
districts  of  Scotland,  is  printed  in  the  above  report  presented  to  Parliament 
(No.  805  of  the  year  1901).  The  only  material  fact  in  regard  to  these 
districts  worth  noting  here  is  that  they  were  made  up  thus  (Mr.  Rew's 
Evidence,  p.  82) : — 

1.  Fife,  Kinross,  Clackmannan,  Stirling,  Linlithgow,  Edinburgh, 
Haddington,  Berwick,  Roxburgh,  Selkirk,  and  Peebles. 

2.  Dumfries,  Kirkcudbright,  Wigton,  and  Ayr. 


6  FICTITIOUS  ACCOUNTS 

3.  Argyle,  Dumbarton,  Lanark,  Eenfrew,  and  Bute,  and 

4.  Orkney  and  Shetland,  Caithness,  Sutherland,  Ross,  Inverness, 
Cromarty,  Nairn,  Elgin,  Banff,  Aberdeen,  Kincardine,  Forfar,  and  Perth. 

How  far  this  classification  might  be  made  useful  in  any  future  legisla- 
tion it  is  unnecessary  here  to  consider.  It  is  for  consideration,  however, 
in  adjusting  future  contracts  payable  in  victual  which  are  to  some  extent 
still  in  use,  where  the  fiars  of  some  of  the  counties  are  struck  from  very 
slender  materials,  whether  a  combination  of  the  fiars  of  certain  adjoining 
counties  would  not  produce  a  more  satisfactory  average.  Meanwhile  the 
obligations  of  each  county  fall  to  be  liquidated  according  to  its  own  fiars 
prices  except  where  no  fiars  applicable  to  a  particular  kind  of  grain  are 
struck  in  the  county,  and  it  is  provided  under  the  Teinds  Act,  1808,  sec. 
10,  that  the  fiars  prices  may  be  taken  of  the  average  of  two  or  more 
adjoining  counties  or  from  one  county.  A  number  of  special  points  have 
arisen  in  the  application  of  fiars  prices ;  see  Elliot's  Teind  Court  Procedure, 
p.  59  et  seq. 

There  having  been  considerable  dissatisfaction  in  England  with  the  Corn 
Eeturns,  a  Select  Committee  of  the  House  of  Commons  was  appointed  on 
3rd  July  1888  to  inquire  into  the  present  system,  and  to  report  what 
alterations,  if  any,  were  expedient.  Those  who  moved  in  the  matter 
seemed  to  be  impressed  with  the  view  that  a  judicial  enquiry  similar  to  that 
of  the  Fiars  Courts  in  Scotland  would  produce  a  more  satisfactory  result 
than  that  derived  from  Corn  Eeturns.  The  Committee,  however,  after  a 
full  enquiry  reported  against  any  change  being  made.       Nknion  Elliot. 

Fictitious  Accounts. — Ledger  accounts  were  at  one  time 
divided  into  personal  accounts,  property  or  real  accounts,  and  nominal  or 
fictitious  accounts.  The  fictitious  accounts  included  all  the  accounts  kept 
as  subdivisions  or  details  of  the  profit  and  loss  account  and  the  capital 
account  The  more  scientific  classification  of  ledger  accounts  now  generally 
adopted  is : — I.  Personal  Accounts,  including  the  Capital  Account.  II. 
Impersonal  Accounts,  divided  into: — 1.  Property  or  Eeal  Accounts.  2. 
Accounts  relating  to  profit  and  loss."    See  "  Book-keeping  "  and  "  Ledgers." 

Fides  bona — mala.* — The  terms  bona  fide  and  mala  fide  are 
frequently  used  in  connection  with  the  acquisition  of  property.  A  person 
acquiring  property  from  another  bona  fide,  that  is,  not  knowing  of  the 
defective  title  of  the  person  from  whom  he  acquires  the  property,  is  some- 
times in  a  more  favourable  legal  position  than  one  acquiring  property  mala 
fide.  Thus,  only  a  bona  fide  holder  of  a  bill  of  exchange  for  value  can 
recover  on  it. 

Fiduciary. — A  person  entrusted  with  the  management  of  property, 
or  who  undertakes  business  transactions  on  behalf  of  another,  is  said  to 
stand  in  a  fiduciary  relation  to  the  owner  of  the  property  or  to  the  person 
on  whose  behalf  he  is  acting.  Thus,  a  trustee  or  an  executor  stands  in  a 
fiduciary  relation  to  the  beneficiaries,  an  agent  in  a  fiduciary  relation  to  his 
principal,  and  a  director  in  a  fiduciary  relation  to  the  shareholders  of  a 
company.  The  general  rule  is  that  a  person  standing  in  a  fiduciary  position 
cannot  derive  any  direct  or  indirect  benefit  from  his  position  at  the  expense 
of  the  person  with  whom  he  is  so  related  without  his  express  sanction  and 
approval. 

Files* — A  file  is  a  mechanical  device  for  keeping  letters,  receipts, 
invoices,  and  such  loose  papers  in  an  orderly  way  so  that  they  may  be 
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readily  referred  co.  Such  papers  may  be  arranged  either  according  to  their 
dates,  or  alphabetically,  according  to  the  parties  from  whom  they  were 
received  or  according  to  some  other  systematical  method,  and  the  file  to  be 
adopted  will  depend  upon  the  object  in  view  in  filing  the  papers. 

The  simplest  file  is  perhaps  the  wire,  needle,  or  spike  file,  upon  which 
papers  are  skewed  in  the'  order  of  their  receipt.  The  simple  wire  is  not 
very  convenient  when  papers  have  often  to  be  taken  off  the  file,  but  there 
is  an  improved  sort  of  wire  file  having  a  hollowed  cylindrical  portion  by 
the  aid  of  which  any  particular  paper  may  be  readily  removed  without 
having  to  take  off  the  papers  which  are  in  front  of  it.  Another  simple  file 
is  the  clip,  of  which  there  are  many  modifications.  There  are  also  press 
books  and  the  back-letter  box  files  on  the  market,  such  as  Stone's  file, 
which  readily  lend  themselves  to  an  alphabetical  arrangement  of  papers. 
The  arch-file,  such  as  the  Shannon,  Alpha,  etc.,  are  also  very  good. 
They  require  a  file-punch  for  the  holes  through  which  the  holders  of 
the  file  pass. 
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Meaning  of  Term. — The  word  *  Finance  "  has  undergone  several  changes 
in  meaning  which  have  made  it  somewhat  ambiguous  and  difficult  to 
define.  At  first  it  denoted  "  a  payment "  (fine,  Lat  finatio).  Later  on 
it  was  used  as  the  equivalent  of  "  a  sum  of  money,"  and  then,  by  an  easy 
transition,  it  came  to  mean  "  the  management  of  monetary  or  industrial 
transactions/'  It  has  been  more  particularly  applied  to  "  the  direction  of 
the  funds  of  the  State,"  a  sense  of  the  term  which  is  the  prevailing  one  on 
the  Continent  (cf.  French  Science  des  finances ;  Germ.  Finanvwis&ensckaft). 
It  is  also  the  meaning  approved  by  many  English  and  American  writers. 
But  usage,  both  in  Great  Britain  and  the  United  States,  gives  support  to 
the  employment'  of  the  word  in  a  wider  way  in  reference  to  the  conduct  of 
business  on  the  Stock  Exchange,  the  direction  of  banking,  or  the  control  of 
industrial  concerns.  Speculation  with  great  masses  of  capital  is  regarded 
as  being  peculiarly  "  finance,"  just  as  these  transactions  are  described  in 
France  as  belonging  to  La  hautefinance.  The  adjective  "  financially  "  is  very 
often  synonymous  with  "  economic,"  though  in  this  case  there  is  probably 
an  intention  to  emphasise  the  element  of  monetary  calculation.  In  like 
manner  the  "financier"  may  be  a  statesman  specially  skilled  in  dealing 
with  public  expenditure  and  revenue,  a  great  capitalist,  or  a  daring 
speculator.  The  best  course,  therefore,  in  giving  an  account  of  the  salient 
features  of  "  finance "  is  to  recognise  that  there  are  several  different 
departments,  each  of  which  has  a  claim  to  the  title,  while  at  the  same 
time  the  elements  common  to  all  financial  systems  are  duly  indicated.  The 
first  great  division  is  that  which  considers  the  position  of  public  bodies  in 
respect  to  expenditure,  revenue,  assets,  and  liabilities.  It  is  conveniently 
described  as  public  finance,  but  it  is  also  known  as  the  science  of  finance 
to  those  who  exclude  other  divisions  of  the  subject.     All  the  remaining 
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topics  might  be  placed  under  the  category  of  private  finance ;  but  it  will 
be  better  to  distinguish  "monetary  science"  (so  called)  from  industrial 
finance,  and  to  give  a  separate  place  to  the  "  theory  of  finance  "  in  business 
matters. 

Public  Finance. — This  expression  covers  what  from  another  point  of 
view  may  be  described  as  "  State  housekeeping."  Questions  of  expenditure 
and  of  the  means  for  meeting  it ;  the  due  balance  between  the  receipts  and 
the  outgoings;  the  management  of  public  property  and  the  mode  of 
treating  long-standing  State  debts,  are  necessarily  presented.  So  is  the 
problem  of  controlling  and  regulating  the  accounts  of  the  State.  The 
State,  moreover,  especially  in  modern  times,  is  not  a  simple  body;  it  is 
rather  a  compound  or  complex  of  different  elements,  arranged  to  satisfy  the 
political  needs  of  the  society  in  which  it  exists.  Hence  the  appearance  of 
smaller  public  bodies  besides  the  central  one.  Local  governments,  or  special 
outlying  departments  of  the  State,  require  a  permanent  organisation  in 
order  to  discharge  their  special  functions.  They  are,  however,  subordinate, 
and  can  only  work  within  the  limits  assigned  to  them. 

Public  Expenditure. — The  first  great  problem  of  public  finance  is  to 
secure  to  the  State  an  adequate  amount  of  wealth  for  the  performance 
of  its  duties.  Defence  against  external  attack,  order  at  home,  and  the 
encouragement  of  progress,  social  and  economic,  are  the  great  political 
needs  of  every  society.  Each  involves  expense  which  has  to  be  met  by 
corresponding  receipts.  The  special  business  of  the  financier  in  this  part 
of  his  work  is,  first,  to  prevent  unnecessary  expenditure.  The  several 
heads  of  outlay  have  to  be  scrutinised  with  care  for  the  detection  of 
waste,  and  all  new  claims  require  special  examination.  But  a  graver 
difficulty  is  to  balance  the  value  of  the  State  services  against  the  sacrifice 
involved  in  raising  revenue.  Here  the  total  wealth  of  the  society  and  the 
position  of  the  bulk  of  the  people  are  vital  elements  in  the  calculation. 
Even  admittedly  useful  works  may  cause  too  great  pressure  where  existing 
burdens  are  heavy,  as  also  the  cost  of  the  most  essential  of  all  services,  that 
of  national  defence — may  easily  run  beyond  admissible  bounds.  In  all 
cases  expenditure  must  be  relative  to  the  condition  of  the  particular 
country,  e.g.  the  treatment  of  State  expense  in  India  or  Sussia  must  be 
more  cautious  than  it  would  be  in  Great  Britain  or  the  United  States. 
An  important  distinction  has  further  to  be  made  between  expenditure  for 
purposes  that  will  bring  in  revenue — "  reproductive  outlay  " — and  that  for 
"  unproductive  °  objects.  The  former  is  really  an  investment,  which  should 
be  judged  by  its  yield,  the  latter  class  does  not  allow  of  so  definite  a  test. 
The  greatest  difficulty  is  in  respect  to  partially  reproductive  services,  where 
the  specially  economic  and  the  political  ends  are  mixed  up,  and  often  lead 
to  erroneous  estimates.  Thus,  the  economic  advantages  of  colonisation  are 
added  to  the  political  gain  of  possessing  dependencies,  with  the  result  of 
giving  undue  importance  to  the  creation  of  a  colonial  dominion.  Public 
finance  on  the  side  of  expenditure  rests  on  the  same  principles  as  sound 
business  management  in  private  concerns,  but  it  presents  a  wider  field  and 
more  difficulty  in  application. 

Public  Revenue. — Questions  of  revenue  are  fundamentally  connected 
with  those  of  expenditure,  since  in  the  long-run  one  must  equal  the  other. 
Though  a  great  modern  State  may  appear  to  incur  expense,  and  then  raise 
the  necessary  funds  as  an  after  matter,  there  is  in  fact  a  close  connection 
between  the  two  parts  of  the  financial  system.  For  it  is  from  the  national 
income  that  the  State  revenue  ultimately  comes,  and  this  income  is  not 
capable  of  unlimited  expansion.    It  is,  indeed,  true  that  the  State's  expense 
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must  be  "  covered  "  by  equal  receipts,  which  may  be  divided  under  three 
heads,  viz. :  (1)  revenue-yielding  property  held  by  the  State  or  businesses 
carried  on  by  it ;  (2)  charges  imposed  on  the  income  or  property  of  the 
citizens ;  (3)  loans  contracted  to  make  receipts  meet  outlay.  The  British 
financial  system  supplies  good  examples  of  the  several  kinds.  The  yield 
of  the  Crown  lands,  of  the  Suez  Canal  shares,  and  the  earnings  of  the  Post 
Office  belong  to  the  first ;  the  tax  revenue  comes  under  the  second ;  the 
loans  to  meet  the  cost  of  the  South  African  war  are  examples  of  the  last. 
The  order  just  given  to  these  classes  is  also  the  historical  one.  At  first 
the  public  revenue  is  derived  from  what  in  a  broad  sense  is  the  "  property  " 
of  the  ruler.  The  rent  of  land  and  mines,  charges  for  special  services 
afforded  by  public  officials,  and  dues  imposed  on  servile  members  of  the 
society,  make  up  the  receipts.  In  fact  the  work  of  administration  is  very 
much  the  same  in  the  household  of  the  king  and  in  that  of  a  member  of 
the  noble  class.  There  is,  so  to  speak,  a  closer  approximation  between 
public  and  private  finance  than  is  found  in  later  times.  The  growth  of 
political  power  brings  about  a  parallel  development  of  the  financial  activity 
of  the  State.  As  expenses  increase,  particularly  with  the  more  frequent 
use  of  money  in  transactions,  the  need  for  fresh  sources  of  revenue  becomes 
pressing,  and  taxation  makes  its  appearance  as  a  permanent  element,  and 
one  ever  rising  in  importance.  Finally,  with  increased  stability  and  the 
development  of  constitutional  rule,  as  also  the  introduction  of  credit 
economy  on  a  large  scale,  it  is  possible  and  convenient  to  anticipate 
economic  or  tax  receipts  by  borrowing,  and  thus  "cover"  the  outlay  in 
each  period. 

Each  great  head  of  receipts  has  its  special  features.  State  income 
obtained  from  property  or  earnings  is  described  as  "economic,"  "quasi- 
private,"  or  "  direct."  It  is  closely  analogous  to  the  income  of  the  indi- 
vidual or  company.  Its  amount  depends  on  the  possessions  and  the 
efficient  management  of  the  State,  but  it  must  be  remembered  that  what  is 
held  as  public  is  subtracted  from  private  property.  Where  the  State  is 
universal  landlord  there  cannot  be  a  contribution  from  private  landowners 
for  the  support  of  the  public  services,  and  the  same  is  the  case  with 
industries  appropriated  by  the  Government.  Thus,  the  extension  of  the 
State  domain,  though  it  seems  to  supply  a  direct  revenue,  yet  affects  the 
growth  of  private  wealth,  and  thereby  tends  to  reduce  the  receipts  from 
taxation.  The  problem  for  the  financier  is  to  say  how  far  the  gain  from 
State  property  outweighs  this  indirect  loss,  the  effect  in  checking  enterprise 
being  included  in  the  calculation.  The  general  political  results  lie  outside 
his  field,  though  they  are  of  most  importance  to  the  statesman.  Another 
feature  of  "  economic  "  revenue  is  the  absence  of  the  power  of  adjustment. 
The  receipts  from  this  source  will  not  increase  in  time  of  need.  They  are 
inelastic.  They  may  come  in  abundantly  when  there  is  no  special  call  for 
increased  returns.  They  are  also  in  a  sense  earned,  and  therefore  require 
a  great  deal  of  outlay  as  the  condition  of  their  continuance.  This  is 
specially  true  of  receipts  from  industries,  where  the  "  net "  return  is  much 
less  than  the  gross  receipts — in  1901-02  the  receipts  of  the  British  Post 
Office  were  £17,790,000,  but  the  net  return  was  only  £3,778,000— the  net 
rarely  exceeding  :20  per  cent  of  the  gross.  On  this  account  chiefly  the 
direct  tevenue  must  be  regarded  as  a  secondary  part  of  the  financial 
system. 

Taxation  is  in  decided  contrast  to  the  economic  receipts.  It  is  essen- 
tially derivative,  i.e.  it  comes  from  private  income.  It  is  also  flexible  or 
"  elastic."    Fresh  calls  on  the  public  purse  can  be  met  by  imposing  new 
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tax  burdens.  But  the  scientific  application  of  financial  principles  is  here  of 
the  utmost  importance.  As  indicated,  in  dealing  with  expenditure,  taxa- 
tion is  justifiable  only  when  used  for  a  suitable  purpose.  The  utility  of 
the  service  must  exceed  the  disutility  of,  or  sacrifice  inflicted  by,  the 
taxation  which  provides  for  it.  Again,  the  total  taxation  has  to  be  dis- 
tributed fairly.  No  class  or  section  of  the  community  should  be  placed 
under  peculiarly  heavy  burdens,  while  the  total  sacrifice  should  be  kept  as 
low  as  is  consistent  with  equality.  Another  valuable  principle  is  that  of 
sparing  the  productive  power  of  industry.  Taxes  which  cramp  economic 
movement  or  hinder  the  growth  of  capital  are  objectionable,  as  in  an  even 
greater  degree  are  those  that  lead  to  the  emigration  of  labour  and  capital. 
It  is,  further,  desirable  that  the  amount  levied  by  the  agency  of  taxation 
shall  be  received  by  the  State.  Heavy  expenses  of  collection  or  much 
inconvenience  inflicted  on  the  payers  are  violations  of  the  great  rule  of 
"economy."  Above  all,  taxation  should  be  effective  in  bringing  in  the 
revenue  required.  To  be  unproductive  is  the  cardinal  vice  of  a  tax  system. 
All  other  conditions  are  subordinate  to  the  fundamental  principle  of 
"productivity,"  and  it  is  only  by  its  establishment  that  the  financial 
system  is  made  really  secure.  Amongst  other  principles  which  are  appli- 
cable those  most  needing  attention  are  the  rules  of  "certainty"  and 
"  convenience."  The  former,  directed  in  earlier  times  against  the  arbitrary 
exactions  of  absolute  governments  and  rapacious  collectors,  may  now  be 
taken  as  specifying  stability  in  the  tax  system.  Sudden  changes  of  great 
extent  are  undesirable,  and  they  are  also  inconvenient.  It  may,  indeed,  be 
said  that  there  is  a  kind  of  harmony  between  the  several  principles  of 
sound  finance,  which,  however,  does  not  exclude  occasional  cases  of  conflict. 
Of  these  latter  the  most  likely  are  (1)  opposition  between  productiveness 
on  the  one  side  and  equality  and  economy  on  the  other.  To  obtain  a  large 
additional  revenue  some  sacrifice  of  precise  apportionment  of  the  burden, 
and  even  increase  of  waste  in  collection  is  often  unavoidable.  (2)  Another 
form  of  opposition  is  found  between  economy  and  equality.  The  easiest 
and  most  economical  form  of  impost  will  not  always  be  in  accordance  with 
justice,  as  on  the  other  hand  a  perfectly  proportioned  tax  may  be  both 
inconvenient  and  costly  to  collect.  These  possible  difficulties  are,  however, 
largely  mitigated  in  modern  societies  by  the  gradual  adaptation  of  the  tax 
system  to  the  condition  of  the  particular  country  and  the  parallel  adjust- 
ment of  the  habits  of  the  people  to  the  existing  methods  of  taxation.  The 
distribution  of  labour  and  capital  between  the  various  industries  allows  for 
the  disturbing  effects  of  taxes  on  particular  commodities,  and  where  the 
charge  affects  the  value  of  property,  it  is  taken  into  account  when  a 
transfer  takes  place,  so  that  long-established  taxes  are  in  part  capitalised, 
and  to  that  extent  cease  to  burden  present  owners.  The  varied  kinds  of 
taxation  that  are  now  available  supply  an  effective  means  of  reconciling 
the  different  principles.  No  separate  tax  need  be  carried  so  far  as  to 
become  uneconomic  or  pass  the  point  of  highest  productiveness.  Then  the 
different  kinds  of  taxes,  pressing  as  they  do  unequally  on  different  classes, 
can  be  balanced  against  each  other  for  the  purposes  of  just  distribution. 
The  death  duties,  the  income  tax,  and  the  duties  on  commodities  as  applied 
in  Great  Britain,  afford  a  good  example.  Realised  property,  the  larger 
incomes,  and  the  expenditure  of  the  masses,  are  respectively  attacked  in  a 
special  manner  by  these  classes  of  tax,  and  partial  inequalities  are  com- 
pensated in  the  final  result.  This  is  the  justification  for  the  use  of  both 
direct  and  indirect  taxation,  the  former  levied,  as  its  name  implies,  imme- 
diately from  property  or  income,  the  latter  chiefly  placed  on  commodities, 
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and  reaching  the  real  payers  by  a  circuitous  process  of  shifting.  There  are 
very  decided  limits  to  this  variety  of  form.  Each  new  tax  is  not  only  a 
cause  of  additional  expense  to  the  State;  it  is  also  an  obstruction  to 
industry  and  commerce,  and  therefore  offends  against  the  principle  of 
economy.  Finance,  as  distinct  from  economic  policy,  prescribes  a  small 
number  of  productive  indirect  taxes  combined  with  an  effective  income 
tax,  and  supplemented  by  a  duly  proportioned  scheme  of  death  duties,  as 
the  best  system.  The  particular  objects  of  charge  and  the  detailed  regu- 
lations belong  to  financial  practice,  which  must  vary  with  the  circumstances 
of  each  country.  The  fiscal  treatment  of  wine,  e.g.t  must  be  different  in 
Britain  and  France,  nor  is  it  easy  to  frame  a  general  income  tax  law 
applicable  to  the  United  Kingdom,  the  German  States,  and  Italy.  But 
the  recognition  of  relativity  does  not  alter  the  fact  that  there  are  general 
principles  which  hold  good  in  the  finance  of  taxation. 

Public  Debts. — The  last  head  of  receipts  consists  in  funds  obtained 
through  State  credit,  i.e.  in  money  raised  by  loans.  Debt  is  necessarily 
incurred  when  the  economic  receipts  and  the  tax  revenue  do  not  equal 
expenditure.  In  its  crudest  form  it  is  floating  debt,  represented  by  present 
claims  of  creditors  who  have  given  commodities  or  services  for  public  use, 
and  this  element  must  always  exist  to  some  extent.  Heavier  State  ex- 
penditure, mainly  in  connection  with  war,  has  led  to  more  permanent  forms 
of  liability.  life  annuities,  and  annuities  for  terms  of  years,  were  employed 
from  the  eighteenth  century.  The  great  mass  of  debt  is  now  technically 
known  as  "funded."  It  is  either  gradually  redeemable  during  a  lengthened 
period,  e.g.  the  French  "  redeemable "  3  per  cents,  or  it  is  the  (so-called) 
"perpetual"  debt,  which  is  only  redeemable  at  the  option  of  the  State. 
The  policy  of  anticipating  revenue  has  been  a  salient  feature  of  the  public 
finance  of  the  eighteenth  and  nineteenth  centuries,  and  is  sufficiently 
shown  in  a  national  indebtedness  certainly  exceeding  £7,000,000,000  at  the 
close  of  1900.  In  respect  to  debt  as  to  property  there  is  a  general  simi- 
larity between  public  and  private  finance.  The  issues  of  stock  are  to  a 
great  extent  the  same  in  character  in  the  case  of  a  State  and  of  a  company, 
the  principal  points  of  difference  being  the  more  indefinite  and  compre- 
hensive character  of  State  resources  and  the  power  of  expenditure  which  is 
implied  in  the  fact  of  State  sovereignty.  But  so  far  as  the  forms  of  issue 
and  the  fundamental  economic  basis  of  the  transactions  are  concerned,  there 
is  substantial  resemblance.  This  is  even  more  true  in  respect  to  local  debts, 
for  in  their  case  repayment  or  at  least  payment  of  the  stipulated  interest  is 
not  optional.  The  stocks  of  sovereign  and  semi-sovereign  States,  of  provinces, 
and,  above  all,  of  municipalities,  take  their  place  along  with  the  debentures, 
the  preference,  and  the  ordinary  stock  of  railway,  steamship,  mining,  and 
other  industrial  companies,  as  making  the  material  in  which  the  stock 
exchanges  deal. 

In  another  aspect  public  debts  extend  into  general  finance.  One  mode 
of  borrowing  often  practised  is  by  the  issue  of  paper  money  which  sup- 
plants a  metallic  currency,  and  thus  relieves  the  issuer  from  the  necessity 
of  paying  interest,  though  at  the  imminent  risk  of  far  greater  evils.  The 
management  of  inconvertible  paper  is  essentially  a  currency  as  well  as  a 
financial  problem  which  brings  this  part  of  public  finance  into  the  closest 
connection  with  the  monetary  system.  There  can  be  little  doubt  that  here 
lies  the  source  of  much  of  the  ambiguity  that,  as  already  noticed  (p.  7), 
surrounds  the  term  "  Finance." 

Public  Accounting. — So  far  we  have  confined  our  attention  to  what  may 
be  called  the  "  matter  "  of  public  finance,  but  its  "  form  "  is  of  nearly  equal 
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importance.  To  gain  a  clear  conception  of  the  financial  situation  of  a 
State  an  orderly  presentation  of  the  main  elements  is  required.  Unfortu- 
nately, it  was  long  held  that  the  finances  were  a  State  secret  which  could 
not  be  exposed  to  the  public  view  without  danger,  a  policy  strictly 
observed  in  France  before  the  Eevolution  (the  publication  of  Necker's 
Compte  Rendu  in  1781  was  regarded  as  an  extraordinary  act).  The 
development  of  popular  government,  especially  in  Britain  and  the  United 
States,  has  brought  about  an  improvement,  but  even  yet  the  scientific 
treatment  of  public  accounting  has  not  been  attained. 

The  starting-point  for  the  investigation  of  the  financial  position  must  be 
the  actual  receipts  and  payments  for  the  period  immediately  preceding. 
This  is  readily  obtainable  from  the  Treasury  accounts,  and  forms  part  of  the 
material  of  the  annual  budget  statement.  The  existence  of  a  deficit  or 
surplus  depends  on  the  relation  between  expenditure  and  revenue  (i.e.  the 
receipts,  omitting  those  from  loans).  But  this  apparently  simple  account 
may  really  represent  different  facts.  In  the  United  Kingdom  the  account, 
issued  weekly,  gives  "  Exchequer  receipts  and  issues,"  which  may  differ 
from  the  actual  revenue  and  expenditure  during  the  same  time.  In  India 
the  accounts  give  the  actual  incomings  and  outgoings,  and  therefore  take 
some  time  in  preparation.  A  more  serious  divergence  is  found  when,  instead 
of  a  return  of  receipts  and  expenditure,  it  is  attempted  to  give  the  liabilities 
incurred  and  claims  accruing  during  each  period.  Such  is  the  French 
method.  The  financial  year  is  treated  as  a  kind  of  artificial  person,  having 
and  owing  obligations.  Hence  it  is  only  when  all  the  transactions  of  the 
year  have  been  finally  closed  that  a  true  account  can  be  rendered.  Any 
earlier  statements  are  provisional  and  subject  to  correction.  Of  the  home 
system  it  has  been  well  said  that  its  promptness  is  its  recommendation, 
while  the  Indian  is  probably  well  suited  for  that  country.  On  the  other 
hand,  the  French  system  is  more  precise  and  scientific,  but  delays  unduly 
the  settlement  of  the  finance  of  a  given  year. 

None  of  these  forms  of  account  can  claim  to  be  anything  more  than  the 
analogue  of  a  "  profit  and  loss  "  account.  The  British  one  is  hardly  more 
than  a  cash  account.  They  suffice  for  the  purpose  of  estimating  the  require- 
ments of  the  State  in  the  immediate  future  if  the  normal  condition  is 
preserved.  It  is  on  the  past  receipts  that  the  finance  minister  estimates  for 
the  revenue  of  the  coming  year.  To  ascertain  the  true  financial  position  a 
"  capital "  account  is  needed,  or  rather  a  proper  Balance-Sheet  in  which 
the  assets  and  liabilities  are  exhibited.  This  should  include  under  the 
former  head  the  land,  mines,  railways,  and  industrial  establishments  owned 
by  the  State  all  taken  at  their  due  value  based  on  their  yield,  and  also  the 
unproductive  possessions  taken  at  selling  value ;  shares  held  in  companies 
(e.g.  the  Suez  Canal  shares  owned  by  the  State)  and  claims  against  indi- 
viduals or  other  States  should  also  be  included.  The  great  liability  of 
the  modern  State  is  its  national  debt,  and  a  comparison  of  State  assets  and 
debts  suggests  in  most  cases  (New  South  Wales  being  one  of  the  few 
exceptions)  a  condition  of  bankruptcy.  This  erroneous  impression  is  due  to 
the  peculiar  position  of  the  State  as  having  an  indefinite  claim  on  the 
property  and  earnings  of  its  citizens.  We  may,  indeed,  on  theoretical 
grounds  treat  the  private  property  situated  in  its  territory  as  a  part  of 
its  assets  available  in  emergencies,  thus  resembling  the  uncalled-up  capital 
of  a  limited  company,  or  still  better,  the  property  of  the  shareholders  in  an 
unlimited  one. 

For  most  practical  purposes  the  ordinary  budget  statements  are  sufficient, 
for  "  the  State  "  does  not  admit  of  being  "  wound  up  "  or  put  in  liquidation. 
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It  is  further  true  that  the  best  State  asset  is  national  prosperity,  for  which 
expenditure  heavy  enough  to  compel  borrowing  is  sometimes  unavoidable. 
The  financial  calculation  of  the  capital  of  the  State  has  its  chief  value  in 
respect  to  public  industrial  undertakings,  whether  national  or  local  (the 
telegraphs  of  the  United  Kingdom  and  the  recent  advances  of  municipal 
trading  are  good  examples),  where  it  is  most  desirable  to  know  the  real  cost 
and  net  return  obtained.  Hitherto  a  remarkable  feature  in  public  business 
management  has  been  the  inadequate  treatment  of  the  capital  account, 
more  particularly  the  failure  to  allow  for  depreciation  of  fixed  capital  and 
the  interest  charge  on  losses  incurred  at  the  outset.  Similar  laxity  seems 
to  attend  the  industrial  operations  of  modern  municipalities,  especially 
where  the  capital  invested  is  large. 

Control  and  Audit — The  great  extent  of  State  finance  and  the  absence 
of  the  influence  of  individual  interest  in  the  results,  make  the  machinery  of 
control  and  audit  especially  valuable.  The  most  rigorous  checks  are 
wanted  in  order  to  guard  against  misapplication  of  funds.  For  this  reason 
there  is  in  constitutionally  governed  countries  an  established  rule  that 
funds  are  to  be  paid  out  only  on  the  authority  of  the  Legislature,  verified 
by  an  official  assigned  for  this  work.  The  "Comptroller  and  Auditor- 
General"  discharges  this  function  at  home.  Both  amount  and  destina- 
tion must  be  shown  to  be  legal  in  the  case  of  each  issue  of  funds.  After 
the  financial  year  is  closed  the  process  of  audit  falls  to  the  staff  of  the  same 
officer,  who  has  in  addition  to  report  to  the  Accounts  Committee  of  the 
House  of  Commons  on  any  irregularities.  In  the  chief  continental  countries 
the  task  of  audit  is  given  to  a  "  Court  of  Accounts,"  which  acts  both  admin- 
istratively and  judicially  in  its  investigations.  The  final  law  of  the  budget 
closing  the  liabilities  of  officials  is  passed  after  its  inquiries  are  ended. 

For  local  bodies  an  audit  by  the  authority  of  the  central  government  is 
the  best  arrangement,  but  the  judicial  control  exercised  by  the  law  courts 
(as  in  the  United  States,  and  in  less  degree  in  the  United  Kingdom)  is  also 
an  effective  means  of  restraint. 

The  actual  forms  of  accounting  have  to  be  varied  in  the  different  depart- 
ments. This,  however,  does  not  prevent  the  adoption  of  a  general  system, 
based  on  the  principles  of  scientific  book-keeping,  though  subject  to  special 
modifications.  The  great  advantages  of  uniformity  and  the  comparative 
ease  with  which  the  total  mass  of  public  accounts  can  be  combined  for  the 
purpose  of  forming  a  general  statement,  aid  the  facilities  supplied  to  the 
auditing  officials.  In  the  grouping  of  the  leading  facts  of  the  financial 
condition,  it  is  always  desirable  to  separate  the  industrial  and  earning  side 
of  the  State's  activities  from  that  larger  part  which  involves  expense.  Thus 
the  British  Post  Office,  the  Prussian  State  Bailways  Department,  or  the 
French  Tobacco  monopoly  have  to  be  regarded  as  business  undertakings 
aiming  at  profit.  Anny,  navy,  and  civil  service  expenditure  in  general 
cannot  be  subjected  to  this  test.  The  true  standard  is  rather  highest 
efficiency  for  a  definite  outlay. 

Industkial  Finance. — The  great  company  or  corporation  has  a  financial 
system  approximating  (as  shown  already)  to  certain  parts  of  public  finance. 
The  larger  the  scale  of  the  business  the  closer  is  the  analogy.  The  London 
and  North- Western  Bailway  has  dealings  with  capital,  varied  forms  of 
debt,  and  problems  of  expenditure  and  revenue  as  serious  and  important  as 
those  of  a  second-rate  State.  But  there  is  the  essential  difference  that  in 
the  case  of  the  railway  the  aim  is  to  gain  the  maximum  profit,  while  the 
State  should  seek  only  to  balance  its  outlay  by  its  income.  Surplus  of 
revenue    over    expenditure    in    public    finance    means,    unless    debt    is 
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being  paid  off,  unnecessary  taxation;  in  business  it  indicates  successful 
management. 

The  general  principles  of  management  cannot  be  regarded  as  coming 
within  the  scope  of  "  Finance,"  no  matter  how  widely  we  extend  the  term. 
What  properly  comes  under  this  head  is  the  consideration  of  the  general 
economic  position  of  the  business  as  definitely  expressed  in  terms  of  the 
standard  of  value.  The  main  elements  of  a  sound  financial  situation  are 
(1)  the  possession  of  assets  exceeding  liabilities,  and  (2)  the  existence  of  an 
income  greater  than  expenses.  In  most  instances  these  are  inseparable ;  in 
fact  the  second  produces  the  first,  but  this  does  not  always  hold  good.  Tem- 
porary circumstances  may  interfere  with  the  actual  earning  power,  though 
the  property  held  remains  materially  intact  and — though  this  is  rarer — does 
not  even  decline  in  value.  A  third  element  is  the  availability  of  the 
resources.  In  some  forms  of  enterprise,  banking  especially,  this  condition 
is  of  the  utmost  moment ;  in  others  it  is  comparatively  insignificant. 

A  principal  cause  of  difficulty  in  making  financial  estimates  lies  in  the 
absence  of  any  general  criterion  applicable  to  all  kinds  of  business.  Beyond 
the  truism  that  the  greater  the  surplus  the  better,  and  the  greater  the 
deficit  the  worse  the  situation,  it  is  not  easy  to  go  without  taking  into 
account  the  particular  character  of  the  undertaking.  For  this  reason  it  is 
best  to  note  briefly  the  special  features  of  the  leading  classes  of  business. 
Banking,  insurance,  transport,  and  direct  production  have  each  their  differ- 
entiating conditions  producing  peculiarities  in  their  finance. 

Banking  Finance. — Banking  is  in  its  nature  (a)  reducible  to  a  routine ; 
(b)  not  in  need  of  large  capital  for  the  actual  working;  (c)  peculiarly 
dependent  for  prosperity  on  the  general  commercial  condition ;  (d)  resting 
ultimately  on  the  maintenance  of  credit.  We  can  thus  explain  the  high 
profits  obtained  by  the  older  banks.  Their  paid-up  capital  is  very  small  in 
proportion  to  the  mass  of  transactions  on  which  profit  is  secured.  The 
value  of  stringent  regulations  is  equally  explicable,  as  is  the  need  for  a 
strong  reserve.  No  banking  system  is  safe  unless  a  large  proportion  of  its 
liabilities  can  be  met  from  immediately  disposable  funds.  Any  precise 
figure  is  misleading,  though  one-third  has  been  often  suggested,  for  the 
requirements  to  be  met  are  not  the  same  in  all  cases.  Further,  the 
advances  made  should  be  returnable  in  a  short  time,  in  accordance  with 
the  principle  that  a  bank  supplies  floating,  not  fixed  capital.  Locked-up 
capital  is  a  cause  of  financial  weakness,  as  well  as  a  hindrance  to  the  func- 
tion of  a  bank  as  an  aid  to  commercial  credit.  When  banks  have  the 
power  of  note -issue  they  become  directly  connected  with  the  currency 
system,  but  deposit  banks  also  supply  an  instrument  which  does  the  work 
of  money,  and  are  therefore  often  described  as  financial  institutions. 

Railway  Finance. — There  is  a  remarkable  contrast  between  the  bank 
and  the  railway.  The  former  has  the  bulk  of  its  resources  in  a  floating 
form,  and  is  bound  up  with  the  credit  system ;  the  latter  has  its  capital 
sunk  in  a  fixed  form,  on  which  it  must  obtain  a  return  if  profitable  work- 
ing is  desired.  The  chief  question  in  railway  finance  is  to  secure  a  high 
excess  over  "  operating  expenses,"  without  letting  the  condition  of  the  line 
suffer.  Here  the  great  difficulty  is  that  of  separating  ordinary  expenditure 
from  investment  in  capital.  Two  different  courses  are  available,  viz.  (1)  to 
charge  all  additions  to  capital,  and  give  the  full  benefit  of  its  earnings  to 
'existing  capital  in  dividends.  (2)  It  is  also  admissible  to  make  all  im- 
provements out  of  surplus  revenue,  hoping  for  a  recompense  in  higher  earning 
power.  Taken  over  a  long  period  the  result  will  be  very  much  the  same, 
but  the  interests  of  holders  of  stock  will  from  time  to  time  be  affected. 
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The  whole  problem  of  "  capitalisation  "  is  a  difficult  one.  By  charging 
improvements  to  capital  the  nominal  is  kept  approximately  equal  to  the  real 
capital.  Expenditure  provided  out  of  revenue  counteracts  the  depreciation 
that  is  always  going  on,  and,  if  considerable,  augments  the  value  of  the  stock, 
which  is  calculated  on  the  original  outlay.  The  best  working  policy  is 
perhaps  a  compromise,  with  a  tendency  to  use  revenue  for  ordinary  im- 
provements, and  to  raise  fresh  capital  for  substantial  revenue-yielding 
additions.  The  chief  reason  for  discrimination  arises  from  the  opposition  of 
interests  so  often  found.  The  holders  of  debentures  and  preference,  ordinary, 
and  deferred  stock  are  affected  by  adjustments  between  capital  and  revenue. 
To  ascertain  the  true  financial  position  is  a  pre-requisite  of  a  just  distribu- 
tion amongst  the  several  claimants. 

Insurance  Finance. — Like  banking,  insurance  business  does  not  need  a 
large  capital  except  as  a  guarantee  to  insurers ;  but  in  other  respects  there 
is  a  wide  difference.  The  assets  of  an  assurance  company  need  not  be  so 
fluid  as  those  of  a  bank.  The  claims  accrue  gradually,  and  in  a  growing 
business  can  be  met  out  of  income  unless  in  case  of  exceptional  pressure. 
What  is  most  important  is  the  accurate  calculation  of  the  outstanding 
claims,  which  will  depend  on  an  estimate  of  probabilities.  In  fact,  a 
doctrine,  sometimes  called  "  The  Theory  of  Finance"  has  been  worked  out 
for  the  purposes  of  life  assurance.  It  is,  however,  better  regarded  as  a 
technical  study  being  the  application  (a  very  important  one,  it  is  true)  of 
certain  mathematical  principles  to  the  conditions  of  a  particular  business, 
conditions  which  admittedly  are  not  found  elsewhere.  The  peculiar  devices 
which  fill  technical  books  on  the  subject  are  not  an  integral  part  of  finance 
in  general ;  they  belong  to  the  practical  working  of  assurance.  But  the 
estimation  of  the  real  financial  position  of  an  assurance  establishment  is 
one  of  peculiar  difficulty,  which  accounts  for  the  weight  that  skilled 
actuaries  put  on  it. 

finance  of  Production. — Every  factory  and  business  may  be  regarded 
as  an  earning  machine,  and  its  financial  power  estimated.  We  need  not 
enter  into  special  details.  In  all  cases  the  problem  of  capital  versus  income 
and  the  due  balance  between  them  must  be  faced.  "  Almost  every  trade 
has  its  own  difficulties  and  its  own  customs"  (Marshall)  "in  respect  to 
this  matter.  People  .  .  .  whose  interests  point  in  different  directions  will 
often  differ  widely "  as  to  the  proper  proportions  to  be  assigned,  and  the 
elements  for  scientific  determination  are  not  readily  obtainable.  The  value 
of  fresh  buildings,  improved  machinery,  or  new  agencies  is  not  apparent, 
nor  the  correct  apportionment  of  receipts  amongst  a  number  of  joint  parties. 
Fortunately  a  quantitative  solution  is  not,  generally  speaking,  needed. 
Soundness  can  be  tested  as  a  whole,  and  a  convenient  hypothesis  will 
suffice  for  the  shares. 

Monetary  Finance. — As  all  financial  estimates  are  given  in  terms  of 
money,  and  as  the  monetary  situation  affects  all  economic  institutions, 
there  is  in  the  popular  mind  a  very  close  connection  between  financial  and 
monetary  science.  The  fragments  of  truth  contained  in  this  conception 
are :  (1)  Changes  in  money  value  affect  all  financial  estimates.  A  rise  in 
prices  exaggerates  the  value  of  fixed  capital,  as  a  gradual  fall  operates  like 
a  depreciation  in  the  value  of  goods.  (2)  Monetary  policy  is  often  con- 
nected with  financial  administration,  and  therefore  "  monetary  science  "  is 
regarded  as  a  part  of  public  finance.  So  far  as  inconvertible  paper  issues 
are  concerned,  there  is  a  historical  and  actual  connection  of  this  kind,  but 
in  a  well-ordered  State  the  currency  system  is  kept  apart  from  finance. 
The  particular  dealings  of  government  with  banks  or  similar  financial  insti- 
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tutions  are  for  public  convenience,  and  do  not  lead  to  a  confusion  between 
"  the  administration  of  the  State  household  "  and  the  maintenance  of  a  good 
currency. 

For  clearness  of  thought  it  is  most  desirable  to  exclude  the  theory  of 
money  from  the  domain  of  Finance.  C.  F.  Bastable. 

Finite  Differences.— The  operation  of  " differencing  "  a  series 
of  quantities  is  one  with  which  all  who  have  to  deal  with  figures  are  to 
some  extent  familiar.  A  mere  glance  at  a  series  of  quantities  will  show 
whether  they  are  increasing  or  diminishing.  Thus  the  following  taken  at 
random — 1230,  1290,  1340,  1380 — are  seen  to  form  an  increasing  series. 
But  if  they  represent  quantities  in  which  we  are  interested — say  the  mem- 
bership of  a  society,  the  population  of  a  district,  or  the  turnover  of  a 
business  in  successive  years — then  we  may  not  be  content  withjeonsidering 
the  original  quantities  alone,  but  may  wish  to  know  whether  the  increase 
is  being  maintained  or  is  falling  off.  To  find  this  we  subtract  the  first 
from  the  second,  the  second  from  the  third,  and  so  on,  and  put  down  the 
results  thus — 60,  50,  40 — which  show  us  that,  although  the  original 
quantities  are  increasing,  their  differences  are  diminishing.  And  this 
further  slight  analysis  enables  us  to  estimate,  if  necessary,  the  quantity 
following  the  last  of  the  original  quantities  before  it  is  actually  known. 
For,  all  the  circumstances  remaining  the  same,  we  should  expect  it  to  be 
such  that  the  fourth  term  of  the  second  series  would  be  about  30 — in  other 
words,  that  the  fifth  term  of  the  original  series  would  be  about  1410.  Or 
again,  supposing  the  original  quantities  to  be  those  ascertained  at  the  ends 
of  successive  years — say  1899,  1900, 1901,  and  1902,  and  that  we  wished  to 
estimate  the  quantity  corresponding  to  the  middle  of  the  first  year — a  very 
common  requirement  in  questions  concerning  population,  which  in  this 
country  is  only  numbered  exactly  at  the  end  of  every  ten  years,  but  of 
which  estimates  for  intermediate  years  are  constantly  required.  If,  in  the 
present  case,  we  had  only  the  first  two  quantities  to  go  upon,  we  should 
probably  feel  safe  in  taking  the  intermediate  quantity  as  1260,  the  arith- 
metic mean  of  1230  and  1290.  But  with  all  the  figures  before  us  and 
their  first  differences,  we  see  that  it  would  be  more  in  accordance  with  the 
facts  to  assume  a  more  rapid  rise  in  the  first  half  of  the  second  year  than  in 
the  second  half — say  31£  in  the  first  half  and  28f  in  the  second  half,  making 
together  the  total  increase  for  the  year  60,  and  giving  1261*25  for  the  inter- 
mediate quantity.  Such  is  an  elementary  illustration  of  the  problem  in 
which  the  theory  of  Finite  Differences,  or  more  generally  the  Method  of 
Differences,  finds  its  most  useful  application,  viz.  the  problem  of  interpolation. 
Arbitrary  and  Mathematical  Series. — The  above  series  is  quite  arbitrary 
and  non-mathematical.  There  is  no  law  connecting  its  successive  terms — 
in  other  words,  there  is  no  concise  mathematical  expression  involving  x, 
from  which  the  series  can  be  developed  by  giving  to  x  successive  values  0, 
1,  2,  3,  etc. — in  short,  its  #th  term  cannot  be  expressed  as  a  "  function  "  of 
x.  (For  the  definition  of  a  function  see  "  Differential  Calculus.")  In  this 
respect  the  series  resembles  most  of  those  furnished  by  statistics.  The 
"  numbers  living  "  at  each  age  or  group  of  ages  as  ascertained  by  the  census 
cannot  be  represented  as  a  function  of  the  age.  Nor  can  the  yearly 
imports  and  exports,  the  railway  receipts,  the  Clearing  House  returns,  the 
number  of  unemployed — to  take  only  a  few  common  statistical  quantities 
— be  expressed  as  functions  say  of  the  population  in  such  a  way  that  if  we 
knew  the  latter  x,  we  could  at  once  write  down  any  of  the  former  as  a 
mathematical  expression  involving  x.    We  are  in  such  cases  dealing  with 
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concrete  arithmetical  quantities,  in  dealing  with  which  our  only  or  main 
guiding  principle  is  that  of  continuity  such  as  we  assumed  in  estimating  a 
new  term  of  the  above  series.  Mathematical  theory,  however,  is  concerned 
with  quantity  in  general,  and  this  necessitates  the  use  of  the  symbols 
/(#)>  u»>  v*>  &nd  so  on,  each  of  which  denotes  some  function  of  x.  In  this 
article  the  theory  of  finite  differences  will  first  be  developed  with  the  aid  of 
the  general  symbols,  some  specific  mathematical  function  being  introduced 
occasionally  as  an  example.  The  various  methods  will  then  be  applied 
to  the  treatment  of  series  of  quantities  not  connected  by  any  known 
mathematical  law. 

The  theory  of  finite  differences,  then,  is  concerned  with  the  changes  in 
value  produced  in  functions  by  a  finite  alteration  in  their  variable  or 
variables.  Thus  a3  is  a  function  of  x  depending  for  its  value  upon  the 
value  of  x — for  example,  it  has  the  value  1  when  x  is  unity,  8  when  x  is 
2, 125  when  x  is  5,  and  so  on.  Thus,  when  2=1  an  increment  of  1  in 
the  variable  produces  an  increment  of  7  in  the  value  of  the  function, 
since  (a; +  1)8- a8 =7,  when  sc  =  l.  This  change  is  denoted  by  A,  so  that 
ux+1  -  ux=Auz.  The  increment  of  x  may  be  written  Aa?.  It  need  not  be, 
though  it  usually  is  1.  If  it  be  A  say,  then  A^=w»+A-%.  Generally, 
Aw*+n  «  w*+n+i  -  w*+n  or  tt*+„+A  -  w»+n>  as  the  case  may  be.  If  then  we  have 
a  series  of  functions  of  x — 

uo  ui  u2  u&- "  ,u^  u*+\ 

we  can  by  taking  the  differences  of  the  successive  terms  form  another 
series  of 

Au0  Attj  Au2 Aux .... 

termed  the  1st  differences  of  the  original  series. 

These  1st  differences  will  in  general  be  themselves  functions  of  x,  and 
if  on  them  we  perform  the  same  operation  we  shall  have  Au,-Au0  = 

A(  A  u0) = A*w0 ;  Aw2  -  At^ = A^ Aux+1  -  Am* = A*ux,  that  is,  we  shall  have 

a  3rd  series 


A^q,  Ahiv  A2u2 A2ux 


« » 


which  are  termed  the  2nd  differences  of  the  original  series. 

Now  revert  to  the  particular  series  of  which  ux  =  a8  is  the  general  term. 
Let  Ax = 1.  For  completeness  commence  with  the  term  u^  =  08 = 0,  write  the 
successive  terms  below  each  other,  and  repeat  the  operation  of  differencing 
as  often  as  possible,  thus — 


X 

«» 

An* 

A*u« 

A*», 

A4u, 

0 

0»=     0 

1 

6 

6 

0 

1 

1»=     i 

7 

12 

6 

0 

2 

2»=     8 

19 

18 

6 

3 

3»=   27 

37 

24 

4 

4s  -   64 

61 

5 

5s  =125 

We  see  that  in  this  case  the  operation  of  differencing  cannot  be 
repeated  indefinitely,  but  comes  to  a  stop  at  the  3rd  differences,  which 
are  "  constant "  and  all  equal  to  6,  the  4th  and  higher  differences  being 
consequently  zero.  This  vanishing  of  the  differences  after  a  certain  point 
is  a  characteristic  of  all  series  whose  terms  are  rational  integral  functions 
of  x,  i.e.  functions  of  which  the  variable  x  is  raised  to  a  positive  integral 
power.  The  function  just  dealt  with  is  of  the  3rd  degree,  and  as  its  3rd 
differences  are  constant,  all  higher  differences  vanishing,  we  might  infer 

vol.  in  2 
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that  we  could  form  n  series  of  differences  and  no  more  of  the  series  ux  =  xn. 
To  prove  this  take  one  of  the  simplest  functions  of  the  nth  degree  in  x,  viz. 
axn,  where  a  is  a  constant  coefficient.  Then  Aaan  =  a(x  +  A)n  -  axn  (Aa  =  h). 
Expanding  the  first  member  on  the  right  hand  side  by  the  binomial 
theorem,  and  subtracting  aaP  we  have 

Aax*  as  ankx™'1  +  terms  of  lower  degree  in  x. 

Differencing  again — 

A2ax"  =  an  h(x  +  h)n  " x  +  etc.  -  {anhx*  "  x  +  etc.) 

=  an(n  -  l)h*xn-*  +  terms  of  lower  degree. 
Likewise  Azaxn  =  an(n  -  1)  (n  -  2)hBxn"z  +  lower  terms,  and  finally 

Ana#n=an(n-lXtt-2)(n-3) 3.2.1  hn,  which  is  a  constant  for  every 

value  of  Xy  and  the  operation  of  differencing  is  brought  to  an  end.  If 
a  and  h  be  made  =1,  we   have  Ana?n  =  n(n-lXn-2)....3.2.1  =  |n  or 

"  factorial  n  "  as  it  is  termed. 

Thus  we  have  the  theorem  that  the  nth  differences  of  a  series  of  func- 
tions of  the  nth  degree  are  constant,  and  higher  differences  vanish ;  and 
conversely,  if  the  nth  differences  of  a  series  of  quantities  are  constant,  the 
quantities  can  be  expressed  as  functions  of  x  of  the  nth  degree. 

A(Aw»)  has  been  written  A2ux>  following  the  law  of  indices,  and  treating 
A  as  if  it  were  a  symbol  of  quantity.  It  is,  however,  a  symbol  of  operation 
merely,  and  has  no  meaning  apart  from  the  expression  to  which  it  is  pre- 
fixed. Yet  it  obeys  the  law  of  indices  throughout,  for  Am  A*1*  stands  for  the 
mth  difference  of  the  nth  difference  of  ux,  i.e.  for  the  (m  +  n)th  difference  of 
uXy  and  so  may  be  written  Am+nWa.. 

The  distributive  law  also  holds,  for — 

A(ux  +  vx  +  wx  + . . .  .)  =  («*+*  +  vx+h  +  wx+h  +  ....)-  (ux  +  vx  +  wx  +  ... .) 

=  (**+ A  -  Ux)  +  (Vx+h  -  Vx)  +  (Wx+h  -  Wx)  +  .  .  . . 

=  A%  +  Avjb  +  Awx  +  . . . . 

Further,  Aaux=aAux  where  a  is  a  constant  factor  of  the  function,  for 
we  have 

Aawjp = aux+h  -  aux  =  a(ux+h  -  ux)  =  aAux ; 

thus  in  the  case  of  a  constant  coefficient  of  a  function  A  conforms  to  the 
commutative  law  also. 

A  constant  addition  to  ux  vanishes  under  the  operation  of  differencing. 
Thus  A(ux  +  c)  =  (ux+h  +  c)  -  (ux  +  c)  =  Aux. 

To  express  any  term  of  the  original  series  of  functions  in  terms  of  a 
prior  function  and  its  differences,  i.e.  to  express  ux+n  in  terms  of  uXi  kuXy 
A2ux,  etc. 

Since  ux+1  -ux= Aux, 

we  have  ux+x  =  ux  +  Aux 

Ux+2  =  Wa?+1  +  Atta;+1  =  Ux  +  &UX  +  A(UX  +  Aux) 
=  Ux+2AUv  +  A?Ux. 

In  accordance  with  the  principle  known  as  "  the  separation  of  symbols," 
this  result  may  be  written  (1  +  A)2ux  since  the  prefixes  of  ux  follow  the 
law  of  binomial  expansion.    Again  it  may  be  shown  that  ux+s  =  ux  +  3&ux  + 
3A2Wj.  +  A*ux,  which  may  similarly  be  written  (1  +  £fux.    This  suggests 

^i_  j.             /I      a\«         /i         a     w(w-1)a9     n(n  —  l)(n-  2)A.  \ 

that  tt*+«  =  (l  +  A)»^  =  ^1  +  n.A  +  -i_^A2  +    v     g  ^ -'A8  +  . . .  .)ux, 

n(n  —  1^ 
i.e.  that  ux+n=ux  +  nAux+  -^-^ — l2ux  +  ,etc (1). 

*4.  J. 
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Assume  this  to  be  so,  and  see  if  it  holds  for  the  next  higher  term  ux+n+v 
We  have  Wa.+n+1  =  ux+n  +  A%+n,  and  substituting  for  %+n  its  assumed  equi- 
valent we  have — 


u 


«+n+i 


A        n(n-l)A9        rUn-Vj(n-2)K% 
=  «x  +  nAux  +      2  1         x  +         3  2  1 *  +  * "  * 


+  Aux  +  nA*Ux  +  —0  t— Ahlx  + 

2.1 


=  t^  +  (n  +  1)A%  +  ~ — g-y — ^A2^  +  -* S21 *  + 

=  14*  +  (tt  +  l)Atta.  +  ^*  +     ^A2!^  +  g2l"  *  +  ' '  *  " 

Thus  if  the  expression  holds  for  v^+n  it  holds  for  the  next  term  ux+n+v 
But  we  have  seen  that  it  holds  for  u3 ;  hence  it  holds  for  uv  and  so  for  u&, 
and  all  subsequent  terms.  This  method  of  proof  is  known  as  "mathe- 
matical induction." 

If  Ax  =  h  the  general  term  will  be — 

Ux+nh =Ux  +  nAux  +    ^9      'AHox  + ,  etc.   when  Aux  =  ux+h  -  ux     .      (2). 

If  ux  is  of  the  rath  degree  (m<n),  the  expression  on  the  right  terminates  with 

the  (m  +  l)th  term,  viz.  -±—p —   ^   — q  o  i   '&*ux%  since  higher  differences 

vanish. 

Again,  if  n<m  the  number  of  terms  will  be  n  +  1,  since  the  coefficients  of 
further  terms  vanish.     In  either  case  the  equation  is  exact. 

Putting  x= 0,  n  =  x,  and  h  =  1, 

(x  - 1) 
Vx  -  w0  +  xAu0  +  #Sr| -'A2^  + ,  etc.       .         .         .     (3), 

a  particular  case  of  the  foregoing. 

AM 

Again,  keeping  to  Aa?  =  A  let  nh^m,  so  that  ft=-x-,  then — 

^+ w  =  ^4- -^ Aux  +  h\h       J •  A2ux  + ,  etc.     .         .     (4). 

The  application  of  this  formula  in  interpolation  is  shown  below. 
To  develop  Anux  in  a  series  consisting  of  the  successive  values  of  the 
function. 

We  have  Aux  =  ux+1-ux 

AHX = Aux+1  -  Aux  =  ux+2  -  ux+l  -  ux+x  +  ux 
=ux+i-2ux+1  +  ux. 
Similarly     9  Azux = ^+8  -  3ux+2  +  3%+1  -  uXl 

and  by  the  method  of  mathematical  induction  as  already  illustrated,  we 
obtain — 

A^  =  ^+n-w^+n.1  +  ^-^— X+n.2-,  etc.         .        .        .    (5). 

We  have  seen  that  the  1st  difference  of  even  a  simple  integral  function 
such  as  £"  consists  of  n  terms,  viz.  the  terms  of  the  binomial  (x  +  hj1 
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excluding  the  first.     There  are,  however,  a  few  functions  whose  1st  differ- 
ences take  a  more  concise  form, 
(a)  Exponential  functions — 

Aax  =  a*+h  -ax  =  ax(ah  -  1)     .         .         .         .     («)• 


(6)  Factorial  expressions  such  as  Ux  =  x(x - h\x -  2. A)  —  (x-m-  l.A). 

Here      Auz  =  (x  +  h)x(x  -  A) (x  -  m  -  2.  A)  -  <b(sc  -  A) (a  -  m  -  1. A) 

=  (x  +  h-x  +  m-  l.h)x(x - h)(x  -  2A) (x  - m -  2. A) 

=  mhx(x  -  A)(#  -  2A) (a  -  m  -  2.  A). 

When  A  =  1  the  original  function  is  symbolised  by  at1** 
and  Aa*m>  =  rasc(#  -  l)(a;-2) (#-m  +  2)    ....     (6). 

Similarly  AVW>  =  wi(m  -  ly**-*)  ' 

(c)  Let  %=  —, tv -f =-v  which  is  symbolised  by  a^"m\ 

X[X  +  Lj  ....  {X  +  771  ~"  J- ) 

1  1 

Then  &u~  = 


(x  +  l)(a  +  2)(#  +  3)  —  (x  +  m)    #(&  +  1) (a:  +  m  -  1) 

_J_-A\ L_ 

x  +  m     xj     (x  +  l)(x  +  2) (aj  +  m-1) 


#(#  +  l)(x  +  2) (a;  +  m) 


=  -w^-m"1>        .         .         .     (c). 


Finite  Integration. — We  have  so  far  been  concerned  with  the  operation 
of  differencing  the  terms  of  a  series  of  functions  of  x,  that  operation  being 
denoted  by  the  symbol  A.  We  pass  now  to  the  inverse  operation,  viz.  that 
of  integration.  Given  a  function  of  x  we  are  to  consider  it  as  itself  the 
1st  difference  of  some  other  function,  and  the  problem  is  to  ascertain  the 
latter  function.  This  operation  is  appropriately  symbolised  by  A"1.  For 
let  wx  be  a  function,  the  1st  difference  of  which  is  U&    Then  Awx  =  ux ;  and 


ux 


hence  we  may  naturally  write  w?x=  -  =  A~lux,  treating  A  as  before,  as  if  it 

were  a  symbol  of  quantity. 

But  the  function  wz  has  a  further  significance  which  occasions  the  use 
of  an  alternative  symbol.    By  definition 


Then  ^*-^*-i  =  ^*-i 


^1-^0  =  ^0' 

Summing  both  sides  we  see  that  all  the  terms  on  the  left,  except  the  first 
and  last,  disappear,  and  we  have 

or  tvx  =  tv0  +  u0  +  ul  +  u2  + ux^  .         .        .     (6), 

from  which  it  appears  that  the  function  of  which  ux  is  the  1st  difference, 
represents  the  sum  of  the  a:  terms  of  the  series  ux  obtained  by  giving 
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x  the  successive  values  0, 1, 2 x  -  1  respectively,  plus  w0.  The  integra- 
tion of  a  given  function  ux  thus  corresponds  to  the  summation  of  the  ux 
series,  and  this  is  expressed  by  the  alternative  symbol  2.  Thus  we  have 
wx  =  A~LMap=2«ap. 

Since  ux= Awx,  if  we  write  u  for  w  in  (6)  we  have 

«»  =  tt0  +  Ai*0  +  At*!  +  —  +&ux_l         .         .         .     (7), 

which  is  the  fundamental  formula  in  the  problem  of  summation  by  finite 
differences.  Stated  as  a  proposition — any  term  of  a  series  is  the  sum  of 
the  1st  differences  of  all  the  terms  preceding  it,  together  with  the  initial 
term  of  the  series — it  seems  obvious.  As  an  illustration  the  series  uz=x* 
tabulated  above  may  be  referred  to.  There  w6=58  =  125  is  the  sum  of  the 
differences  of  the  preceding  terms,  viz.  1, 7, 19, 37,  and  61,  u0  in  this  case,  as 
in  many  others,  being  zero. 

If,  then,  we  have  to  sum  the  series 

u0  ux  u2  uz  —  ux„v 

we  find  the  function  of  which  ux  is  the  1st  difference,  viz.  lLux,  say  wx, 
which  is  the  sum  of  all  the  terms  up  to  ux_v  including  all  that  may  precede 
u0.    Hence  2ux  -  2w0= Wj, -  w0= u0  +  ux  +  u2  +  —  ux„v 

Examples  of  Integration.— (i)  Simple  power  series  of  x  terms. 
(a)  If  the  series  be  of  the  form 

its  sum  will  be  26*  -  26°. 

Therefore  to  integrate  6*. 

Aft* 
By  (a)  above,  when  Aa?= 1,  we  have  Aft* = 6*(6  -  1),  i.e.  bx  =  j—  = , 

.-.  26*  =  ^t+c    Similarly  26°= ^  +  c, 

6*-  1 
and  so  we  have  the  sum  26*  -  26°=  -£ — -- 

6-1 

(6)  The  factorial  x<m> 

Airim)  aj(,M) 

A#',M)  =  mx<m - 1\  i.e.  atm'»  =  — ,  i.e.  2a*,n - 1> = 

m  m 

or,  writing  m  +  1  for  m,  2#'m)  = =-  +  c. 

Thus  to  integrate  a  "  decreasing "  factorial,  add  the  next  lower  factor  and 
divide  by  the  increased  number  of  terms  and  the  difference  between  the 
factors,  which  in  this  case  is  1. 

It  will  be  noticed  that  in  each  of  the  foregoing  examples  a  constant  c 
has  been  added  after  integration.  This  is  in  order  to  reintroduce  the 
constant  which  might  have  been  an  addition  to  the  integral  or  primitive 
function,  and  which  would  disappear  under  the  operation  of  differencing  as 
before  pointed  out.  The  value  of  c  is  usually  furnished  by  the  data  of  the 
particular  case. 

As  an  example  of  the  last  case,  find  the  value  of 

1.2.3  +  2.3.4  +  3.4.5  +  to  n  terms. 
Here  un  =  n(n  +  l)(n  +  2)  and  un+l  =  (n+  lXn  +  2)(n  +  3). 
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By  the  rule,  the  integral  of  the  latter  is  —^ *L_ — & 1  +  c     ^he 

integral  of  v^  is  got  by  making  n  =  0  in  the  last  expression,  i.e. 

0.1.2.3  n 

2t^  =  — j —  +  e  =  0  +  e. 

Thus  we  have  the  required  sum  =  — ^-j — — =  2t*n+1  -  2t^. 

Again,  take  the  series 

1.3.5  +  3.5.7  +  5.7.9  +  to  n  terms. 

Here  un  «  (2n  -  l)(2n  +  l)(2w  +  3),  and  wn+1  =  (2n  +  lX2w  +  3X2n  +  5). 

The  difference  between  the  factors  being   2,  the  integral  of  the  latter 


.   (2n  -  lX2rc  +  l)(2n  +  3)(2n  +  5) 


expression «,  Q 

o 

and  2ux  =  * '  '       +  c  =  — ^—  +  c. 

...  Sum  - 2unn - ^  - <*» - ^  +  lXa»  +  3X2n  +  5)  +  15 . 

The  method  of  taking  the  sum  in  all  cases  as  the  difference  between  two 
integrals,  whereby  c  need  not  be  determined  since  it  is  common  to  both, 
seems  preferable  to  the  usual  practice  of  taking  the  sum  as  2wn+1  +  c,  and 
determining  c  by  making  n  =  1  in  2wn+1,  and  then  equating  the  latter  with 
the.  1st  term  of  the  series,  c  is,  in  fact,  the  w0  of  (6),  that  is,  the  function 
of  which  the  initial  term  of  the  series  is  the  first  difference. 

(c)  The  most  general  form  of  the  factorial  a?("m)  is 


the  integral  of  which  is  easily  shown  to  be 

1 


+  c, 


[Ux  —  Ux+m-i)  Ux.Ux+l ....  Wa;+W_2 

by  means  of  which,  series  of  which  the  general  term  is 


(a. 7i  +  b)(a.n  +  1  +  6)(a-^  +  2,  +  b) 

can  be  summed. 

(rf)  By  the  following  method  we  can  integrate  any  rational  integral 
function  of  x. 

In  (1)  putting  x  =  0  and  n=x  we  have 

wx  =  v>0  +  x&u0  +  ^-jA2^  +  etc. 
Integrating  both  sides 

#(2) 

2ux  =  c  +  xuQ  +  «prAw0  + .         .         .     (8). 

For  example,  to  find  the  sum  of  the  mth  powers  of  the  first  n  natural 
numbers. 

Herettx  =  ffm;  u>0  =  0M',  Aw0  =  lm-0m=l;  A2w0  =  2m-  2.1m,  and  so  on. 
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And  S(»  +  1)»=C  +  ^i*AO»  +  (*  +  **<*  "  ^A'O". 

Whence 

2,-*-  =  2<»  +  ir  -  2(l)"=(-^j^AO-  +  ^±J>^zDsHr  +  etc 

(e)  In  the  lastexample  the  series  was  summed  by  means  of  the  "differ- 
ences of  0."  This  is  a  particular  case  of  the  application  of  the  very 
important  formula  (8) 

afx-l)K        *(*-lX*-2)N. 
2ttg  =  c  +  xu0 +    x2       yAtf0  +  ^    8  ^ ^A*u0  +  .... 

expressing  the  sum  of  a  series  in  terms  of  the  initial  term  and  its 
differences. 

Taking  the  integral  between  limits,  we  have 

-V*1"1**888  **»  +     2.1        * +        3  2  1 a  +  e  '    ^ 

for  n  terms  of  the  series  tf»  commencing  with  u«. 

Interpolation. — This  is  the  insertion  in  a  series  of  functions  or  quantities 
of  terms  intermediate  to  those  given. 

If  the  given  quantities  represent  values  of  a  known  function,  inter- 
polation by  finite  differences  is  not  necessary  since  the  intermediate 
value  or  values  required  may  be  ascertained  by  direct  calculation.  For 
example,  if  n»  represented  2s,  then  un  would  be  (25)s=  15625  by  direct 
calculation  without  reference  to  the  given  series  0s,  Is,  2s,  etc.  Again,  if 
the  value  of  an  annuity-certain  at  a  rate  of,  say  3}  per  cent  were  required, 
and  the  tables  only  gave  values  at  3,  3£,  and  4  per  cent,  the  simplest  plan 

would  be  to  make  the  calculation  by  the  formula  a*\  =  — ^— : — '— ,  where 

* 

i  is  the  required  rate  of  interest,  and  n  the  period  of  the  annuity.     Here, 

however,  logarithmic  tables  would  be  required,  and  failing  these  it  would 

be  necessary  to  interpolate  for  the  value. 

The  cases  in  which  the  method  of  finite  differences  is  specially 
applicable  are — (1)  Where  the  given  quantities  represent  no  known  function, 
and  it  can  only  be  assumed  from  the  more  or  less  rapid  vanishing  of  their 
differences  that  they  approximately  represent  a  function  of  a  given  degree ; 
(2)  Where  not  one  but  a  large  number  of  consecutive  intermediate  quantities 
is  required,  such  as  in  population  tables,  where  the  original  numbers  are 
usually  given  for  groups  of  ages  only,  and  these  are  to  be  distributed  over 
every  year  of  age. 

1.  (a)  Where  the  given  quantities  are  equidistant.  Given  tt0=2844, 
w1  =  2705,  Mj=2501,  «j  =  2236— find  uk.  (These  might  be  the  statistics 
of  a  population  or  a  trade  for  the  years  1900,  1895,  1890,  and  1885 
respectively,  in  which  case  the  required  quantity  would  be  that  applicable 
to  the  year  1899.)  The  series  as  given  admits  of  only  three  onlers  of 
differences,  and  according  to  the  usual  rule  we  make  use  of  these,  the 
assumption  that  the  4th  difference  vanishes  or  nearly  so  being  justified  by 
the  relative  smallness  of  the  3rd  difference. 

We  have 


X 

u* 

A 

A1 

A« 

0 

2844 

-139 

-65 

+  4 

1 

2705 

-204 

-61 

2 

2501 

-265 

3 

2236 

=  2844  - 1139  +  t^-65  +  X  -4 
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By  formula  (4)  (m  =  \,  h  =  1). 

2    IK*     6 

25,65  +  125 
=  2821*592  the  term  required. 

(6)  To  interpolate  a  missing  term,  making  with  (n  -  1)  given  terms  n 
consecutive  terms. 
Here  formula  (5) — 

Anu0  =  un-  nun_l  +     2  l    Un~* +  •  •  •  •  +  (  ~  J)  uo> 

applies,  for  all  the  terms  but  one  on  the  right  hand  side  are  known,  and  the 
unknown  term  can  be  found  by  equating  with  the  others  if  we  assume  that 
Anu0  is  zero.     Example — 

Given  log  350  =  2-54407  -  u0 

„   351  =  2-54531  =  ^ 

„   352  =  2-54654  =  w2 

„   354  =  2-54900  =  w4 
find  log  353. 

Four  terms  being  given,  assume  A4w0  =  0. 

A4        a  a        4-3        4-3-2        4.3.2.1 

Then  A%0  =  0  =  uA  -  4w8  +  2  ^2  -  g^n^i  +  4  g  g  ^ 

w4  +  6w2-4^1  +  w0      .  f/^J'HSJS 
i.e.  w3  =  -*- i-i * *  and  1  &u2  =  15  •  27924 

4  I   w0=   2-54407 

20-37231 
-4^  =  10  18124 

10-19107 


2 -54777  =  log  353. 

(c)  In  the  foregoing  examples  the  terms  of  the  series  either  as  given  or 
as  completed  are  equidistant.  In  cases  where  they  are  not  so  the  method 
of  differences  usually  fails  of  direct  application.  We  can,  however,  make 
direct  use  of  the  assumption  involved  in  the  difference  method,  viz. 
that  the  function  in  question  is  one  of  a  given  degree,  for  this  is  what 
is  implied  in  the  assumption  that  a  given  order  of  differences  vanishes 
Suppose  we  have  four  values  of  the  function  not  necessarily  equidistant, 
say  ua,  ubi  uer  and  ud.  To  find  ux  assume  that  the  function  is  of  the  3rd 
degree.  The  most  general  form  of  such  a  function  is  ux  =  A  +  Bx  +  Gx2  +  Die8, 
and  as  we  have  four  values  of  the  function  corresponding  to  the  four 
values  (a,  b,  c,  and  d)  of  xy  we  could  by  means  of  the  four  equations  deter- 
mine the  coefficients  A,  B,  C,  and  D,  and  thus  find  ux.  But  in  the  present 
case  it  is  better  to  express  the  function  in  another  form,  viz. 

ux  =  A(x  -  bXx  -  c)(x  -  d) ' 

+  B(x  -  a)(a;  -  c)(x  -  d)    where  a,  b,  c,  and  d  are  the  values  of  x  in 
+  C(x  -  a)(x  -  &)(#  -  d)        the  given  terms 
+  D(x  -  a%x  -  b)(x  -  c)  ] 
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(which  is  quite  as  general,  for  bj  multiplying  out  and  collecting  coefficients 
of  like  powers  of  x,  the  equation  becomes 

To  determine  the  values  of  the  coefficients  we  hare 

«« = A(a  -  b/ a  -  c»  -  <T , 
the  other  terms  vanishing  when  x=a. 

.-.  A= 


(a-b/a-eya-J, 


Similarly  B=  "» 


(b-ayb-cjb-j; 

and  similarly  for  C  and  D. 

Now,  substituting  these  values  in  the  expression  for  ««,  we  have 

«_  _  « («-*X*-gX«  z*)  *  « '*  ~  a»r  «>'*_-  '/ 

+  **{<-  aye  -  bye  -  rf)    "\d=ajd=b7arr?; 

This  is  known  as  Lagrange's  Theorem. 

Example, — Given  the  following  life  annuity  values : — 


At  age  30 

20  669  =  u# 

t»      «*** 

19  747  =  «4 

„      41 

17998  =  un 

„      46 

16'655  =  km 

Find  the  value  for  age  40,  i.e.  n^    We  have — 

u.  -  20-669(1°  -  4X1°  -  11X1^~ 16)  +  M-7iTC10-0/10-liyi0-lti) 
t^-zuooy    (0_4XO_11Xo-i6)    +  1*  '4'    (4-0/4-11/4-16, 

(10-0X10-4X10-16)     ^.^aO-O/lO  - 4/10  - 11, 
+  17  998(u  _  oxu  _ 4XU     16)  + 16  6oo(16     Q  ,— -  __  - 

=  -wxa  x  20669  +  4  *  19747  +  11  x  17  998 --^  x  16  655 

«  -1057  + 3-526 +  16-829 -1041 
=  18-257,  the  value  required. 

2.  Interpolation  of  a  series  of  intermediate  terms.  If  say  four  are 
to  be  inserted  between  each  pair  of  given  terms,  denote  the  latter  by 
*o»  us>  *u>»  *«>  etc-  Difference  these  so  that  «5-  «0  =  Ak0;  A«$ -  A*0  =  A**^ 
and  so  on,  the  increment  of  z  being  5.  By  means  of  these  differences  we 
have  to  obtain  another  set  corresponding  to  an  increment  of  1  in  the 
variable.  Call  these  6u&  &*&  Pu^  etc.  Then  if  we  suppose  4th  differences 
to  vanish,  we  have  by  formula  (3)— 


"o  =«o 


t«5  =  t«0  -  56k0  +  1052m0  +  10S*k0 

uw = *o  +  106u*  +  455H£0  +  1203H<0 
11^= ii0  +  155w0  -s-  105£Hf0  -»-  4553*1** 
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the  values  on  the  left  being  known.    Differencing  successively — 

u6  -  u0  =  Au0  =  5Bu^+  10&u0  +  108*w0 
ul0-u6  =  Aus  =  58uQ  +  35&u0  +  110&u0 
uls  -  u^  =  Au10  =  58w0  +  608%  +  3358% 

Au6  -  Aw0  =  A2u0  =  258%  +  1008% 
Auin  -  Au.  =  A%  =  258%  +  2258% 


10 


i.e. 


A%  -  A%  =  A8w0  =  1258% 
0     125 


Substituting  the  value  of  8%  thus  found  in  the  preceding  equation,  we 
determine  8%,  and  similarly  for  8u0.  We  now  have  all  that  is  requisite 
for  the  formation  of  the  new  series,  viz.  the  initial  term  u0  and  its 
differences.  82u  is  first  completed  by  progressive  addition  of  the  constant 
8%.  Thence  we  pass  to  8u,  and  finally,  by  successive  addition  of  the  latter, 
form  the  complete  series  of  ux. 

Interpolation  by  the  Graphic  Method. — The  accuracy  of  the  preceding 
method  depends  upon  the  correctness  of  the  assumption  as  to  which  order 
of  differences  vanishes.  If  the  assumption  made  (say  that  3rd  differences 
are  constant)  is  strictly  correct,  then  the  original  values,  ub,  ux^  etc.  will 
be  exactly  reproduced  in  their  prober  place.  If  not  correct,  e.g.  if  a  small 
4th  difference  had  been  neglected,  the  result  would  be  a  departure  from  the 
original  series  to  an  extent  that  might  become  serious  towards  the  end  of 
the  table.  In  such  cases  a  more  satisfactory  method  may  be  to  "  plot "  down 
the  given  values,  u0,  u5,  u10,  etc.  on  a  sheet  of  cross-ruled  paper,  and  then 
draw  a  continuous  curve  running  as  smoothly  as  possible,  and  passing 
either  through  or  near  to  the  values  plotted  down,  on  which  curve  the 
values  of  u0,  uv  u2,  etc.,  could  be  read  off.  This  process,  known  as  the 
graphic  method,  is  especially  applicable  where  a  series  is  already  complete, 
but  exhibits  irregularities,  and  requires  to  be  "  graduated  "  or  smoothed. 

John  R  Akmstrong. 
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1.  Definition. — This  is  a  system,  whereby,  in  return  for  a  sum  prepaid,  called 
the  premium,  the  direct  pecuniary  loss  arising  from  the  destruction  by  fire 
of  certain  specified  property,  or  from  damage  thereto  occasioned  by  fire,  is 
provided  against  to  the  extent  of  an  amount  called  the  sum  insured.  The 
contract  is  made  betweeen  the  insurer  (now  generally  a  company),  carrying 
on  the  business  of  fire  insurance,  and  the  insured,  or  person  to  be  in- 
demnified for  his  loss  in  the  event  of  the  property  being  destroyed  or 
damaged  by  fire ;  and  the  document  in  which  the  contract  is  expressed  is 
termed  the  policy. 
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2.  History. — Something  akin  to  fire  insurance  seems  to  have  existed  at 
a  date  anterior  to  the  Christian  era,  in  Assyria  and  the  East  generally,  where 
judges,  priests,  and  magistrates  were  empowered  to  levy,  in  their  respective 
communes,  contributions  from  each  member  in  order  to  provide  and  main- 
tain a  fund  for  the  purpose  of  meeting  losses  arising  from  sudden  calamities 
such  as  drought  and  fire.  It  would  appear  that  arrangements  of  a  similar 
kind,  dating  from  the  time  of  these  communes,  still  exist  in  a  modified 
form  in  some  parts  of  China  and  Russia.  In  the  Anglo-Saxon  "gilds" 
assessments  were  levied  from  individual  members  for  the  purpose  of 
securing  indemnity  for  loss  by  fire,  water,  robbery,  or  other  calamity,  on  the 
principle  of  mutual  insurance.  It  seems  probable  that  before  the  sixteenth 
century  fire  underwriting  was  carried  on  by  individuals  among  the 
Lombards  and  the  merchants  of  the  commercial  and  free  cities  bordering 
on  the  North  Sea,  who  are  known  to  have  transacted  marine  insurance 
business;  but  this  form  of  fire  insurance  being  of  a  personal  or  private 
character,  has  left  no  distinct  evidence  of  its  existence,  and  its  occurrence 
at  that  period  rests  chiefly  on  inference.  The  earliest  purely  fire  insurance 
association  regarding  which  we  have  exact  information  is  the  Feuer  Casse 
of  Hamburg,  which  still  exists,  and  which  was  formed  in  1676  by  the 
amalgamation  of  some  forty-six  small  fire  gilds,  several  of  which  had 
carried  on  fire  business  of  a  kind  since  1591. 

In  England  no  systematic  provision  for  protecting  owners  of  property 
against  losses  by  fire  was  available  to  the  public  until  after  the  great  fire  in 
London  in  1666,  when  fire  underwriting  by  individuals  and  clubs  was 
started  in  the  metropolis.  In  1681  the  first  regular  fire  insurance  office  in 
London  was  established.  It  was  called  "  The  Insurance  Office  for  houses," 
and  its  location  was  given  as  "  on  the  back  side  of  the  Royal  Exchange." 
It  was  shortly  afterwards  followed  by  another  similar  office ;  but  the  oldest 
of  the  existing  English  fire  offices,  the  Hand  in  Hand,  was  not  established 
until  1696.  In  Scotland  the  earliest  fire  insurance  office  was  the  Friendly, 
established  in  Edinburgh  in  1720,  but  of  existing  Scottish  offices  the 
Caledonian,  founded  in  1805,  is  the  oldest.  The  earliest  fire  insurance 
company  of  the  modern  type  in  Germany  was  started  in  1750 ;  and  the 
earliest  in  the  United  States  was  started  in  1752.  In  France  no  regular 
fire  insurance  office  existed  until  1816;  and  the  earliest  company  of 
modern  type  transacting  fire  business  was  founded  in  1827. 

In  the  United  Kingdom  fire  insurance  was  for  a  long  time  very  heavily 
taxed,  there  being  not  only  a  stamp  duty  on  the  policy,  but  also  a  heavy 
annual  duty  on  the  sum  insured.  Relief  from  the  annual  duty  was  not 
obtained  until  1869,  and  for  fifty  years  before  that  date  the  duty  was  at 
the  rate  of  3s.  per  cent  on  the  sum  insured,  so  that  where  the  rate  of 
premium  was  only  Is.  6d.  per  cent  (as  in  the  case  of  ordinary  insurances  on 
non-hazardous  dwellings),  the  insured  had  to  pay,  including  the  duty,  4s.  6d. 
per  cent  per  annum,  thus  trebling  the  annual  charge  for  the  premium. 
Farm  stock  insurances  were  however  exempt  from  duty. 

3.  Present  Position. — The  great  bulk  of  the  business  of  fire  insurance 
is  carried  on  by  joint  stock  companies ;  but  in  some  countries  there  are  a 
good  many  mutual  fire  insurance  societies ;  and  a  certain  amount  of  fire 
insurance  business  is  occasionally  transacted  by  syndicates  of  individual 
underwriters  connected  with  the  Association  of  Marine  Underwriters  known 
as  «  Lloyds." 

The  following  table  shows  approximately  the  extent  of  business 
transacted  in  1901  by  fire  insurance  companies  belonging  to  the  chief 
countries  of  the  world : — 
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Country  in  which  the  Head  Office  is  situated. 

Great  Britain  and  Ireland  and  Canada  and  Australasia 
United  States,  probably  over     ..... 

[In  1901  the  total  fire  premium  incomes  of  native 
companies  licensed  to  transact  business  in  New  York 
State  reached  £22,000.000 ;  but  there  are  many  small 
fire  companies  which  do  not  transact  business  in  New 
York  State.] 


Approximate 

Total  Annual 

Premium  Income. 

£22,000,000 
25,000,000 


Germany    . 

12,000,000 

France 

5,000,000 

Russia 

4,500,000 

Austria 

4,000,000 

Belgium 

1,000,000 

Switzerland 

1,000,000 

Sweden  and  Norway 

1,000,000 

Holland 

600,000 

Denmark    . 

500,000 

Italy 
Balkan  States 

500,000 
500,000 

The  figures  for  1902  will  probably  be  well  in  advance  of  those  given 
above.  In  the  case  of  the  British  offices  a  large  proportion  of  the  total 
premium  income  shown  above  is  derived  from  foreign  sources,  chiefly 
American.  In  1901  the  British  Fire  Insurance  Companies,  including  two 
Canadian  companies,  drew  from  the  United  States  alone  a  total  premium 
income  of  £7,850,000,  without  taking  into  account  some  £600,000  of 
premiums  received  by  certain  United  States  companies,  which  are  owned 
and  managed  as  subsidiary  companies  by  some  of  the  British  companies. 
The  totals  shown  for  Germany  and  Switzerland  also  include  a  considerable 
proportion  of  premiums  derived  from  sources  outside  these  countries,  as 
it  is  known  that  some  German  and  Swiss  companies  do  a  large  amount  of 
re-insurance  business  in  Britain  and  other  countries. 

4.  Form  of  Policy. — Before  referring  in  detail  to  the  principles  of 
business  it  may  be  convenient  to  give  here  a  specimen  of  the  usual  type 
of  fire  insurance  contract  adopted  in  the  United  Kingdom.  While  the 
wording  varies  in  the  case  of  individual  companies,  the  import  seldom 
differs  materially  from  the  type  here  given : — 


Fire 

Policy/ 

No. 

1,325,683. 


Specimen  of  a  Fire  Policy. 
THE 
BLANK 
INSURANCE 
COMPANY. 


Sum  insured  . 


£2400 


Present  premium    £2  :  5  :  0 
Future    Annual 


jyremium . 


£2:5:0 


Whereas  John  Smith  of  the  Laurels,  Farnham,  Surrey,  having  paid  to  the 
Blank  Insurance  Company  the  sum  stated  in  the  margin  hereof  as  the  present 
premium  for  insuring,  against  loss  or  damage  by  fire,  the  property  hereinafter 
described,  in  the  several  sums  following,  viz. : — 

(1)  On  building  of  private  detached  dwelling-house,  known  as  the 

Laurels,  situated  as  above        ......     £1200 

(2)  On  household  furniture,  bed  and  table  linen,  wearing  apparel, 

printed  books,  plate,  wine  and  liqueurs  in  private  use,  china, 
glass,    earthenware,    looking-glasses,    mirrors,    jewels,    clocks, 
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watches,  trinkets,  medals,  curiosities,  sculptures,  prints,  drawings, 
and  paintings  (in  the  event  of  loss,  no  one  print,  drawing,  or 
painting  to  be  deemed  of  greater  value  than  £10  sterling), 
musical,  mathematical,  and  philosophical  instruments  therein  £400 

(3)  On  building  of  detached  lodge,  there      .  •      .     •  1&0 

(4)  On  building  of  detached  range  of  stable  offices,  including  dwelling- 

house  there         ........  360 

(5)  On  horses  in  the  last-mentioned  building  (no  horse  to  be  deemed 

of  a  greater  value  than  £50}    .  100 

(6)  On  carriages,  harness,  and  stable  utensils  in  same  building  .  200 

All  the  above  buildings  are  built  of  stone  or  brick,  ~£2400 

and  the  roofs  are  covered  with  slates  or  tiles.  — — - 

[Although  not  usually  mentioned  in  the  policy,  it  may  be  stated  here,  for  the  infor- 
mation of  the  reader,  that  the  customary  minimum  rate  for  items  1  and  3  is  1*.  6d.  ; 
for  item  £,  2s. ;  and  for  items  JL  5,  and  6,  2s.  6cL  when  in  private  occupancy.] 

The  Blank  Company  hereby  agrees  with  the  insured,  but  subject  to  the  con- 
ditions on  the  back  hereof  which  are  to  be  taken  as  part  of  this  policy,  that  if  the 
Eroperty  above  described,  or  any  part  thereof,  shall  oe  destroyed  or  damaged  by 
re  at  any  time  between  the  25th  day  of  December  1902,  and  the  25th  day  of 
December  1903,  both  inclusive,  or  at  any  time  afterwards,  so  long  as  the  insured, 
or  his  representatives  in  interest,  shall  pay  to  the  said  Company,  and  it  shall  accept 
the  sum  required  for  the  renewal  of  this  policy  on  or  before  the  term  of  Christmas 
in  each  succeeding  year,  the  Company  will,  out  of  its  capital  stock  and  funds  [If 
the  Company  also  transacts  life  business  the  following  words  are  added  here  "  but 
excluding  the  Life  Assurance  Fund  in  terms  of  the  Life  Assurance  Companies1 
Acts  of  Parliament"],  pay  or  make  good  all  such  loss  or  damage  to  an  amount  not 
exceeding,  in  respect  of  the  several  matters  above  specified,  the  sums  set  opposite 
thereto  respectively,  and  not  exceeding  in  the  whole  the  sum  of  Two  thousand 
four  hundred  pounds. 

It  being  hereby  expressly  provided  and  declared  that  the  capital  stock  and 
funds  of  the  said  Company  for  the  time  being  ["excepting  as  aforesaid  "  where  the 
Company  also  transacts  life  business]  shall  alone  be  answerable  for  anv  demands 
arising  under  this  policy,  and  that  no  shareholder  or  member  of  the  said  Company 
shall,  under  any  circumstance,  be  liable  for  more  than  the  amount  not  already 
called  up  of  his  or  her  share  or  shares  in  the  capital  of  the  said  Company  at  the 
time  the  claim  shall  arise. 

In  witness  whereof  this  policy  has  been  subscribed  on  the  27th  day  of  December 
in  the  year  of  our  Lord,  One  thousand  nine  hundred  and  two. 

By  Order  of  the  Directors, 

(Signed)  Wm.  Jones,  Secretary. 
Examined  (Initialed)  A.  B. 
Entered  (Initialed)  C.  D. 

Conditions  of  Insurance. 
[Printed  on  the  back  of  the  Policy.] 

I.  Any  material  mis-description  of  any  of  the  property  proposed  to  be  hereby 
insured,  or  of  any  building  or  place  in  which  property  to  oe  so  insured  is  con- 
tained, or  any  mis-statement  of,  or  omission  to  state,  anv  fact  material  to  be 
known  for  estimating  the  risk,  renders  this  policy  void  as  to  the  property 
affected  by  such  mis-description,  mis-statement,  or  omission  respectively. 

IL  If,  after  the  risk  has  been  undertaken  by  the  Company,  anything  whereby 
the  risk  is  increased  be  done  to  property  hereby  insured,  or  to,  upon,  or  in,  any 
building  hereby  insured,  or  any  building  or  place  in  which  property  hereby 
insured  is  contained,  the  insurance  of  the  property  affected  thereoy  ceases  to 
attach,  unless  in  each  of  such  cases  the  assent  or  sanction  of  the  Company  signified 
by  endorsement  shall  be  given. 

Ill  If  any  property  hereby  insured  be  removed  from  the  building  or  place  in 
which  it  is  herein  described  as  being  contained,  the  insurance  of  said  property 
ceases,  unless  the  assent  or  sanction  of  the  Company  shall  be  signified  by 
endorsement  hereon. 

IV.  This  policy  does  not  cover  property  held  in  trust  or  on  commission,  unless 
expressly  described  as  such;    nor  china,  glass,  earthenware,  looking-glasses, 
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mirrors,  jewels,  clocks,  watches,  trinkets,  medals,  curiosities,  sculptures,  prints, 
drawings,  paintings,  musical,  mathematical  or  philosophical  instruments,  manu- 
scripts, Government  stamps,  plans,  patterns,  models,  moulds,  or  designs,  unless 
specially  mentioned  in  the  policy  ;  nor  deeds,  bonds,  bills  of  exchange,  promissory 
notes,  money,  securities  for  money,  or  books  of  account ;  nor  gunpowder ;  nor  loss 
or  damage  to  stock  or  goods  whilst  undergoing  any  process  in  which  the  applica- 
tion of  fire  heat  is  necessary  ;  nor  loss  or  damage  by  fire  to  property  occasioned 
by  or  happening  through  its  own  spontaneous  fermentation  or  heating ;  nor  loss 
or  damage  by  fire  arising  by  or  through  invasion,  foreign  enemy,  riot,  or  civil 
commotion  j  nor  loss  or  damage  by  explosion,  except  loss  or  damage  by  explosion 
of  coal  gas  in  a  building  not  forming  part  of  any  gas  works. 

V.  This  policy  ceases  to  be  in  force  as  to  any  property  hereby  insured  which 
shall  pass  from  the  insured  to  any  other  person  otherwise  than  by  will  or 
operation  of  law,  unless  notice  thereof  be  given  to  the  Company,  and  the  sub- 
sistence of  the  insurance  in  favour  of  such  other  person  oe  declared  by  a 
memorandum  endorsed  hereon  by  or  on  behalf  of  the  Company. 

VI.  No  insurance  proposed  to  this  Company  is  to  be  considered  in  force  until 
the  premium,  or  a  deposit  on  account  thereof,  be  actually  paid ;  and  in  the  case 
of  annual  policies  if  the  insured  intends  to  continue  the  insurance,  the  future 
payments  must  be  made  within  fifteen  days  after  the  date  of  renewal  mentioned 
in  this  policy,  otherwise  this  policy  will  be  void.  The  Company  has  power  to 
decline  to  continue  the  insurance,  or  to  alter  the  premium  at  the  term  for  renewal 
of  this  policy.  No  receipts  for  any  premiums  of  insurance  or  deposits  shall  be 
valid  or  available  for  any  purpose  whatever,  except  such  as  are  printed  and  issued 
from  the  Company's  office,  and  signed  by  the  manager,  secretary,  fire-superintendent, 
or  a  duly  authorised  agent  of  the  Company,  and  any  condition  or  provision  con- 
tained in,  endorsed  upon,  or  referred  to,  in  any  such  receipt,  shall  be  taken  as  part 
of  this  policy. 

VII.  On  the  happening  of  any  loss  or  damage  by  fire  to  any  of  the  property 
hereby  insured,  the  insured  is  forthwith  to  give  notice  in  writing  thereof  to  the 
Company,  and  within  fifteen  days  at  latest  to  deliver  to  the  Company  a  claim  for 
any  loss  or  damage,  containing  a  particular  account  of  the  several  articles  or 
matters  damaged  or  destroyed  by  fire,  with  the  estimated  value  of  each  of  them 
respectively,  having  regard  to  their  several  values  at  the  time  of  the  fire,  and  in 
support  thereof  to  give  all  such  vouchers,  proofs,  and  explanations  as  may  be 
reasonably  required,  together  with,  if  required,  a  statutory  declaration  or  the 
truth  of  the  account ;  and  in  default  thereof  no  claim  in  respect  of  such  loss  or 
damage  shall  be  payable  until  such  notice,  account,  proofs,  and  explanations 
respectively  shall  have  been  given  and  produced,  and  such  statutory  declaration, 
if  required,  shall  have  been  made. 

VIII.  If  the  claim  be  in  any  respect  fraudulent,  or  if  any  statement  or  statutory 
declaration  made  in  support  thereof,  be  false,  or  if  no  claim  be  made  within  three 
months  after  the  fire,  or,  if  made  and  rejected,  shall  not  be  judicially  insisted  on 
within  three  months  thereafter  or  if  the  fire  was  occasioned  by  or  through  the 
wilful  act,  procurement,  or  connivance  of  the  insured  or  any  claimant,  all  benefit 
under  this  policy  is  forfeited. 

IX.  The  Company  may,  if  it  think  fit,  reinstate  or  replace  property  damaged  or 
destroyed,  instead  or  paying  the  amount  of  the  loss  or  damage,  and  may  join  with 
any  other  company  or  insurers  in  so  doing  in  cases  where  the  property  is  also 
insured  elsewhere. 

X.  On  the  happening  of  any  loss  or  damage  by  fire  to  any  property  of  which  a 
claim  is,  or  may  be  made  under  this  policy,  the  Company,  without  being  deemed 
a  wrong-doer,  may,  by  its  authorised  officer  and  servants,  enter  into  the  building 
or  place  in  which  such  loss  or  damage  has  happened,  and  for  a  reasonable  time 
remain  in  possession  thereof  and  of  any  property  hereby  insured  which  is  con- 
tained therein,  for  all  reasonable  purposes  relating  to,  or  in  connection  with,  the 
insurance  hereby  affected  thereon,  and  this  policy  shall  be  evidence  of  leave  and 
licence  for  that  purpose. 

XI.  If,  at  the  time  of  any  loss  or  damage  by  fire  happening  to  any  property 
hereby  insured,  there  be  any  other  subsisting  insurance  or  insurances,  whether 
effected  by  the  insured  or  by  any  other  person,  covering  the  same  property, 
this  Company  shall  not  be  liable  to  pay  or  contribute  more  than  its  ratable 
proportion  of  such  loss  or  damage. 

XII.  In  all  cases  where  any  other  subsisting  insurance  or  insurances  (whether 
effected  by  the  insured  or  by  any  other  person)  covering  any  property  hereby  insured, 
either  exclusively  or  together  with  any  other  property  in  ana  subject  to  the  same 
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risk  only,  shall  be  subject  to  the  conditions  of  average,  the  insurance  on  such 
property  under  this  policy  shall  be  subject  to  the  conditions  of  average  in  like 
manner. 

XII T.  Where  the  Company  does  not  claim  to  avoid  its  liability  under  the  policy 
on  the  ground  of  fraud  or  non-fulfilment  of  any  of  the  conditions  hereinbefore  set 
forth,  but  a  difference  at  any  time  arises  between  the  Company  and  the  insured  or 
any  claimant  under  this  policy  as  to  the  amount  payable  in  respect  of  any  alleged 
loss  or  damage  by  fire,  every  such  difference,  when  and  as  the  same  arises,  shall  be 
referred  to  the  arbitration  of  one  person  to  be  chosen  by  both  parties,  or  of  two 
independent  persons,  one  to  be  chosen  by  the  party  claiming,  and  the  other  by 
the  Company,  and  in  case  either  party  shall  refuse  or  neglect  to  appoint  an 
arbitrator  within  twenty-eight  days  after  notice,  the  other  party  shall  appoint 
two  arbitrators  to  act  tor  both  parties.  Where  two  arbitrators  are  appointed 
they  shall  choose  an  umpire  before  entering  on  the  reference,  to  provide  for  a 
possibility  of  a  disagreement  between  them.  And  in  case  of  the  death  of  the 
arbitrators,  or  of  one  of  them,  or  of  the  said  umpire,  another  or  others  shall  be 
appointed  in  his  or  their  stead  ;  each  party  shall  pay  his  or  their  own  costs  of  the 
reference,  and  a  moiety  of  the  costs  of  the  award  ;  and  the  award  of  the  arbitrator 
or  arbitrators,  or  umpire,  as  the  case  may  be,  shall  be  finally  binding  upon  all 
parties,  and  shall  be  conclusive  evidence  of  the  amount  payable  in  respect  of  the 
said  loss  or  damage.  And  it  is  hereby  expressly  declared  to  be  a  condition  of 
the  making  of  this  policy,  and  part  of  the  contract  between  the  Company  and  the 
insured,  that  where  the  Company  does  not  claim  to  avoid  its  liability  under 
the  policy  on  the  ground  of  fraud  or  non-fulfilment  as  aforesaid,  the  party  insured 
or  claimant  shall  not  be  entitled  to  commence  or  maintain  any  action  at  law  or 
suit  in  equity  on  this  policy  till  the  amount  due  to  the  insured  shall  have  been 
awarded  as  hereinbefore  provided,  and  then  only  for  the  sum  so  awarded,  and  the 
obtaining  of  such  award  shall  be  a  condition  precedent  to  the  commencement  of 
any  action  or  suit  upon  the  policy. 

XIV.  In  all  cases  where  this  policy  is  void,  or  has  ceased  to  be  in  force,  under 
any  of  the  foregoing  conditions,  all  moneys  paid  to  the  Company  in  respect  thereof 
will  be  forfeited. 

Conditions  of  Average. 

[These  only  apply  when  specially  declared  in  the  policy  to  be  applicable^  or  when 
there  is  another  subsisting  insurance  to  which  they  apply \  see  Condition  XII. 
above.] 

I.  Whenever  a  sum  insured  is  declared  to  be  subject  to  average,  if  the  property 
covered  thereby  shall,  at  the  breaking  out  of  any  fire,  be  collectively  of  greater 
value  than  such  sum  insured,  then  the  insured  shall  be  considered  as  being  his 
own  insurer  for  the  difference,  and  shall  bear  a  ratable  share  of  the  loss 
accordingly. 

II.  But  if  any  of  the  property  included  in  such  average  shall,  at  the  breaking 
out  of  any  fire,  be  also  covered  by  any  other  more  specific  insurance,  i.e.  by  an 
insurance  which,  at  the  time  of  such  fire,  applies  to  part  only  of  the  property 
actually  at  risk  and  protected  by  this  insurance,  and  to  no  other  property  what- 
soever, then  this  policy  shall  not  insure  the  same  except  only  as  regards  any 
excess  of  value  beyond  the  amount  of  such  more  specific  insurance  or  insurances, 
which  said  excess  is  declared  to  be  under  the  protection  of  this  policy,  and  subject 
to  average  as  aforesaid. 

On  the  outside  fold  of  the  policy  there  is  usually  a  printed  notice  to 
the  following  effect : — 

This  policy  should  be  examined  by  the  insured,  and  if  any  error 
be  found  in  it,  the  policy  should  be  at  once  returned  for 
correction. 

Another  notice  in  the  following  terms  is  generally  found  prominently 
printed  on  the  policy : — 

The  insured  should  be  careful  to  have  all  policies  on  the  same 
property  expressed  in  precisely  the  same  terms. 

5.  The  Contract. — The  contract  of  fire  insurance  is  regulated  by  the 
terms  and  conditions  of  the  policy ;  but  these  fall  to  be  interpreted  by 


32  FIKE  INSURANCE 

statute  law,  or  as  the  result  of  legal  decisions,  which  may  modify  their 
effect  in  particular  instances. 

It  may  be  useful  to  give  here  a  statement,  free  from  technicalities,  of 
the  more  important  features  of  the  contract : — 

(1)  It  is  a  contract  to  indemnify  for  actual  loss  up  to  but  not  exceeding 
the  sum  insured  on  the  particular  item  destroyed  or  damaged;  and  the 
company  is  in  no  case  liable  for  more  than  the  actual  value  of  such  item 
immediately  before  the  fire  occurred,  or  for  more  than  the  insured's  interest 
therein,  if  the  insured  be  not  the  absolute  owner. 

(2)  The  insurance  does  not  really  apply  to  the  property,  but  only  to  the 
interest  therein  of  the  insured,  or  his  legal  representatives,  or  of  any 
substituted  owner  or  custodier  accepted  by  the  company  as  declared  by 
endorsement  made  on  the  policy  by  an  authorised  officer  or  other 
representative  of  the  company. 

(3)  The  insured's  interest  may  be  constituted  in  various  ways,  namely,  as 
owner,  as  mortgagee  (or  the  owner  and  mortgagee  may  take  out  an  insurance 
for  their  joint  behoof),  as  trustee,  or  as  the  custodier  of  the  property  with 
responsibility  for  same  to  the  owner ;  and  in  the  last  case  the  responsibility 
may  be  created  by  the  terms  of  the  contract  between  the  parties,  as 
expressed  in  a  sale  note  or  otherwise,  or  may  arise  under  some  well- 
recognised  custom  of  trade. 

(4)  The  insurance  in  ordinary  cases  does  not  cover  consequential 
damages  of  any  kind,  such  as  loss  of  trade  or  loss  of  prospective  profit,  or 
loss  of  rent  through  a  building  which  is  insured  becoming  untenantable  by 
reason  of  a  fire;  but  in  the  case  last  mentioned  the  company,  at  the 
request  of  the  insured,  will  agree  to  cover  say  a  year's  rent,  under  a 
separate  item  in  the  policy,  charging  a  separate  premium  for  same. 

(5)  On  payment  of  a  total  loss  the  insurance  ipso  facto  ceases ;  and  on 
payment  of  a  partial  loss  the  insurance  becomes  reduced,  until  the  date 
when  the  next  premium  becomes  due,  by  the  amount  of  loss  paid.  In  the 
latter  case,  if  the  circumstances  call  for  it,  the  company  will  usually  be 
prepared  to  restore  the  insurance  to  its  full  amount  for  the  period  until 
next  premium  becomes  due,  on  payment  of  the  proper  rate  for  such  period, 
calculated  on  proportion  of  the  insurance  cancelled  by  payment  of  the 
loss. 

(6)  In  Great  Britain  and  Ireland,  fire  insurance  contracts  usually  run 
for  a  year,  with  provision  for  renewal  within  fourteen  days  after  the  date  of 
expiry,  which  is  almost  invariably  a  term  day  (one  of  the  four  English 
quarter  days,  Ladyday,  Midsummer,  Michaelmas,  and  Christmas,  or  one  of 
the  four  Scotch  term  days,  Candlemas,  Whitsunday,  Lammas,  and 
Martinmas).  In  the  case  of  mercantile  insurances  the  policy  is  usually  for 
a  short  period  of  one  to  three  months,  and  in  such  cases  there  is  no  provision 
for  renewal,  and  the  policy  expires  at  the  end  of  the  term  without  any  days 
of  grace.  In  some  instances,  insurances  on  first  class  home  risks  are 
granted  for  seven  years  on  prepayment  of  six  years'  premium,  but  such 
cases  are  very  rare  in  the  majority  of  home  companies.  In  this  country 
the  company  granting  the  insurance  has  no  power  to  cancel  its  obligation 
until  the  expiry  of  the  term  for  which  the  premium  has  been  paid.  In  the 
United  States  and  Canada  it  is  quite  a  common  practice  to  issue  policies  on 
buildings  for  three  or  five  years  in  return  for  a  single  premium  prepaid  at 
the  outset ;  and  in  the  case  of  these  long  term  policies,  and  also  in  the 
cases  of  annual  policies,  and  insurances  for  terms  short  of  a  year,  the 
companies  and  their  insured  have  the  right  to  cancel  the  insurance  at  any 
time,  the  company,  if  it  exercises  the  power  of  cancelling,  being  bound  to 
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refund  to  the  insured  the  full  proportion  of  the  premium  for  the  time 
unexpired,  thus  generally  involving  a  loss  to  the  company  of  the  commission 
and  expenses  incurred  when  the  insurance  was  effected ;  and  the  insured, 
when  he  exercises  the  power  of  cancelling,  being  entitled  only  to  a  refund 
of  the  balance  of  the  premium  for  the  whole  term  after  the  company  has 
been  credited  with  the  short  period  rate  for  the  time  run.  As  such  short 
period  rate  is  at  a  higher  rate  than  the  exact  proportion  for  time  run  of 
the  premium  originally  paid,  the  insured  is  a  loser  to  some  extent  by 
cancelling.  It  will  thus  be  seen  that  these  arrangements  act  as  a  check 
against  the  exercise  without  due  cause  of  the  right  of  cancelment,  which 
in  America  and  Canada  is  possessed  by  both  parties  to  the  contract. 

(7)  The  clause  termed  the  average  clause,  or  the  first  condition  of 
average,  as  printed  in  the  Home  Conditions  of  Insurance,  is  not  applicable 
unless  specially  declared  in  the  body  of  the  policy  to  be  applicable.  But 
even  when  declared  to  be  applicable  to  the  insurance  it  has  no  effect  on  a 
loss  settlement  in  any  case  in  which  the  property  which  is  the  subject  of 
the  insurance  has  been  either  (a)  insured  for  its  full  value,  or  (b)  has  been 
wholly  destroyed.  Where,  however,  the  owner  of  property  worth  £2000 
has  insured  it  only  to  the  extent  of  £1000,  the  clause  if  applied  secures 
that  if  the  loss  by  fire  be  less  than  the  sum  insured,  the  insured  shall  be 
treated  as  having  elected  to  become  his  own  insurer  to  the  extent  of  half  of 
the  value,  and  shall  therefore  bear  half  of  the  loss.  It  is  considered  that 
from  a  theoretical  point  of  view  the  principle  of  this  clause  ought  to  be 
applied  to  all  insurances,  as  it  usually  is  on  the  continent  of  Europe ;  and 
that  by  not  applying  it  to  ordinary  insurances  in  this  country,  the  companies 
offer  a  strong  inducement  to  the  insured  to  restrict  his  insurance  to  a  sum 
much  below  the  value  of  his  property.  The  clause,  however,  is  usually 
applied  in  the  case  of  all  the  more  hazardous  classes  of  insurance,  and  in 
the  case  of  every  insurance  which  covers  more  than  one  building  without  an 
apportionment  of  a  sum  on  each  building. 

In  the  United  States  what  is  called  the  co-insurance  clause  is  apparently 
being  gradually  introduced  into  all  specific  insurances.  This  clause  operates 
in  the  same  direction  as  the  full  average  clause  but  not  to  the  same  extent, 
as  will  be  seen  from  the  following  copy  of  the  New  York  Standard  co- 
insurance clause : — 

[In  the  copy  we  have  inserted  80  per  cent,  which  is  almost  universally 
adopted.  But  the  clause  as  officially  printed  leaves  the  percentage 
blank.] 

"  If  at  any  time  of  fire  the  whole  amount  of  insurance  on  the  property 
covered  by  this  policy  shall  be  less  than  80  per  cent  of  the  actual  cash  value 
thereof,  this  Company  shall,  in  case  of  loss  or  damage,  be  liable  for  such 
portion  of  such  loss  or  damage  as  the  amount  insured  by  this  policy  shall 
bear  to  the  said  80  per  cent  of  the  actual  cash  value  of  such  property.  It 
being  understood  and  agreed,  that  in  the  event  of  loss  or  damage  not  ex- 
ceeding 5  per  cent  of  the  whole  amount  insured,  on  articles  damaged,  said 
co-insurance  clause  shall  not  be  applied  in  adjusting  said  loss." 

6.  Tariff  Association. — In  carrying  on  fire  insurance  business  it  is 
necessary — probably  more  than  in  any  other  business — that  the  companies 
should  consult  with  one  another,  and  should  at  least  to  some  extent  combine 
their  experience  and  agree  upon  the  rates  of  premium  to  be  charged.  In 
many  of  the  trades  and  manufactures,  the  elements  affecting  the  fire  hazard 
are  so  varied  and  complex  that  even  the  most  skilful  fire  underwriter 
would  be  unable  to  form  an  a  priori  judgment,  which  would  be  more  than 
a  mere  guess,  as  to  their  combined  effect ;  and  the  only  solid  basis  to  go 
vol.  in  3 
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upon  in  such  cases  is  the  collected  experience  of  the  companies.  The 
experience  of  a  single  company  is  seldom  or  never  large  enough  to  afford  a 
basis  for  rates  in  all  the  various  classes  of  business  which  it  transacts.  This 
partly  arises  from  the  older  experience  in  many  classes  of  manufacturing 
risks  being  nearly  useless  as  a  guide  in  fixing  rates  of  premium  under  the 
altered  modern  conditions  as  regards  processes,  lighting  and  heating,  size, 
arrangement,  and  construction  of  buildings,  and  fire  appliances  on  the 
premises.  But  even  supposing  that  a  single  company  had  a  sufficient  basis 
of  statistics  deduced  from  its  own  experience  to  enable  it  to  fix  proper  rates, 
it  would,  nevertheless,  serve  its  interests  best  in  the  long  run  by  giving  the 
other  companies  the  benefit  of  its  experience,  and  getting  the  benefit  of 
theirs  in  return,  with  the  added  advantage  of  securing  an  agreement  as  to 
rates.  When  there  is  unrestricted  competition  in  fire  insurance  business 
the  result  is  practically  to  allow  the  rates  to  be  fixed  by  the  most  sanguine 
underwriters.  This  arises  from  the  operation  of  two  causes :  (1)  the  natural 
disinclination  of  the  insured  to  continue  to  pay  to  office  A  a  rate  which  is 
considerably  higher  than  that  which  the  representative  of  office  B,  an 
equally  strong  concern,  has  quoted  for  the  business ;  and  (2)  the  equally 
natural  disinclination  on  the  part  of  the  manager  of  office  A  to  allow  a 
good  connection  to  be  taken  away,  even  although  he  feels  that  the  reduction 
in  the  premium  is  not  warranted  by  the  circumstances,  and  if  applied  all 
round  on  risks  of  the  kind  would  cause  an  actual  loss  to  his  company.  In 
such  a  case  the  fire  underwriter  who  accepts  the  lower  rate  against  his  own 
judgment  may  have  the  excuse  that  after  all  his  own  experience  may  not  be 
wide  enough  to  make  him  feel  absolutely  certain  that  his  judgment  is  right 
and  that  of  the  more  sanguine  underwriter  is  wrong. 

In  order  to  cope  with  these  difficulties  and  to  endeavour  to  place  the 
business  on  a  sound  footing,  nearly  all  the  important  British  fire  offices 
have  for  many  years  acted  in  concert  in  the  matter  of  rates  for  many  classes 
of  risk.  The  managers  meet  from  time  to  time  at  the  rooms  of  the  Fire 
Offices'  Committee  in  London,  and  sub-committees  meet  to  consider  various 
matters  remitted  to  them.  The  Fire  Offices'  Committee  or  Tariff  Associa- 
tion includes  nearly  all  the  important  British  offices,  and  some  thirty  foreign 
offices  doing  re-insurance  business  only  in  the  United  Kingdom.  It  has  as 
permanent  officers  a  chairman  and  a  secretary,  both  barristers,  and  uncon- 
nected with  any  individual  insurance  company.  To  these  officials  are  sent 
in  confidentially  all  statistics  of  the  results  of  the  individual  companies' 
experience,  in  any  classes  of  risk  which  are  the  subject  of  investigation,  and 
only  the  totals  are  communicated  to  the  committee  or  sub-committee.  The 
course  which  has  generally  been  followed  by  the  Fire  Offices'  Committee,  in 
agreeing  upon  tariffs,  has  been  (1)  only  to  deal  with  classes  of  risk  in  which 
it  has  been  shown  conclusively  by  the  collected  experience  of  the  companies 
that  the  business  has  not  paid  for  a  period  of  years  (generally  ten) ;  and  (2) 
so  to  frame  any  new  tariff  by  putting  on  extras  for  various  sources  of 
danger,  as  to  indicate  to  the  insured  how  he  can  secure  a  reduction  of  rate 
by  removing  these  dangerous  features.  In  this  way  the  general  intention 
of  the  tariffs  has  been  to  enforce  improvements  on  risks  rather  than  to 
secure  high  rates  of  premium.  It  is  contended  on  behalf  of  the  non-tariff 
offices  that  they  alone  are  able  to  judge  risks  on  their  merits,  while  the 
tariff  companies  are  absolutely  bound  by  their  tariffs,  and  are  unable  to 
exercise  discrimination.  But  if  the  tariffs  have  been  so  framed  as  to  take 
account,  on  an  equitable  basis,  of  all  the  main  differences  to  be  found  in  the 
classes  of  business  to  which  they  apply  (which  has  been  the  intention  of  the 
framers  of  all  modern  tariffs),  there  cannot  be  much  force  in  the  contention 
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of  the  non-tariff  companies ;  and,  that  this  is  so  in  many  cases,  is  to  be 
inferred  from  the  fact  that  the  rates  charged  by  the  non-tariff  offices  in  the 
majority  of  cases  follow  closely  those  of  the  tariff  offices,  showing  only  small 
reductions  thereon.  On  the  whole  the  tariff  system  in  this  country  has 
tended  (1)  to  keep  the  companies  solvent,  and  make  insurance  sure; 
(2)  to  secure  improvements  in  building  construction,  and  in  various  features 
affecting  the  fire  hazard ;  and  thus  (3)  to  lessen  materially  the  fire  loss 
falling  upon  the  community.  It  must  be  admitted,  however,  that  a  few 
non-tariff  offices  in  this  country  and  in  the  United  States,  which  have  been 
started  by  the  members  of  some  particular  trade,  and  which  have  in  various 
instances  been  carried  on  as  mutual  societies,  have  been  very  successful  in 
attaining  good  results  at  low  rates  of  premium.  Their  success  is  believed 
to  have  been  due  to  their  having  been  founded  by  leading  men  in  the 
respective  trades  with  which  they  are  connected,  and  to  the  information 
obtained  through  directors  and  trade  members  as  to  details  connected  with 
individual  firms  and  their  factories  or  mills  which  were  not  accessible  to 
ordinary  insurance  companies.  Five  of  the  smaller  British  non- tariff 
societies  are  connected  with  religious  communities,  and  confine  their 
business  to  one  town  or  locality.  The  business  of  most  of  these  societies 
is  of  insignificant  amount,  but  it  is  understood  that,  as  a  whole,  they  have 
done  well  in  the  matter  of  loss  ratio.  Many  similar  small  societies  which 
have  existed  in  the  past  have  been  absorbed  by  the  larger  companies,  and 
such  would  seem  to  be  the  ultimate  fate  of  all  societies  of  the  kind. 

On  a  comparison  of  the  list  of  the  names  and  amounts  of  business  of  all 
British  fire  offices,  with  a  list  of  companies  known  to  belong  to  the  Tariff 
Association,  it  would  appear  that  at  31st  December  1901  there  were  nineteen 
British  non-tariff  fire  offices,  with  aggregate  premium  incomes  amounting  in 
all  to  .£222,880.  Of  these,  fifteen  premium  incomes  range  in  individual 
cases  from  £109  to  £11,038 ;  and  the  remaining  four  have  premium  incomes 
of  £18,861,  £31,868,  £37,099,  and  £69,967  respectively. 

7.  British  and  Irish  Tariffs. — The  following  is  a  list  of  the  British 
and  Irish  tariffs  in  existence  at  the  beginning  of  1903,  with  a  general  state- 
ment of  the  minimum  normal  or  basis  rates.  These,  however,  are  apt  to 
mislead  the  student  in  respect  that  in  some  cases  they  are  fixed  at  a  low 
figure  with  heavy  extras,  in  order,  if  possible,  to  get  rid  of  objectionable 
features ;  while  in  other  cases,  where  the  objectionable  features  are  inherent 
and  cannot  be  got  rid  of,  the  normal  rates  are  high,  but  few  or  no  extras 
are  charged. 

Albert  HalL    Normal  rates,  7s.  6d.  (or  5s.)  to  21s.  ;  no  extras. 

Belfast  General  (for  all  classes  of  shops  and  warehouses).    Normal  rates,  3s.  to 

31s.  6d.    Average  rate  probably  about  6s. 
Belfast  Warehouses.     Normal  rates,  2s.  6d.  to  21s.    Average  rate  probably 

about  5s. 
Bermondsey  Tanneries.    Normal  rates — works,  15s. ;  pits,  6s.  and  12s. ;  ware- 
houses, 6s.  to  15s.    Average  rate  for  works  probably  31s.  6d. 
Bleach  and  Dye  Works  (Ireland).    Normal  rate,  2s.  6d.    Average  rate,  including 

extras,  probably  4s.  6d. 
Bonded  Stores  (Ireland).    Normal  rate,  3s.    Average  rate,  3s. 

„  „      (Scotland).    Normal  rate,  2s.  6d.    Average  rate,  2s.  6d. 

Boot  and  Shoe  Tariff.     Factories  with  power,  normal  7s.  6d. ;  warehouses, 

normal  2s.  6d.,  etc.    Average  rates — factories,  13s. ;  warehouses,  5s. 
Bristol  and  Gloucester  (for  all  classes  of  warehouses).    Normal  rates,  2s.  to  15s. 

Average  rate  probably  3s.  6d. 
Cement  Works.     Normal  (wet  processes),  3s.;  otherwise,  5s.,  etc.     Average 

probably  7s.  6d.,  including  extras. 
Clothing  Factories.    Storied  buildings,  4s.,  etc.    Average  probably  9s. 
Cold  Storage  Warehouses.    Normal  rates,  2s.  6d.  and  5s. 
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Corn  Mills  (England).     Normal  for   smaller  mills,  7&  6d. ;   average  rates 

probably  15s.     Large  mills — normal,  6s. ;  average  rate,  including  extras, 

probably  45s. 
Corn  Mills  (Scotland!    Normal,  10s.  6d.    Average  for  small  mills  probably  25s. ; 

large  mills  probably  45s. 
Corn  Mills  (Ireland).    Normal  for  water  mills,  7s.  6d. ;  steam  power,  10s.  6d. 

Average  for  small  mills  probably  25s. ;  large  mills  probably  45s. 
Cotton  Mills  (England  and  Ireland).   Normals,  15s.,  28s.,  etc. ;  weaving  factories, 

Is.  6d.  to  10s.  6d. 
Cotton  Mills  (Scotland).    Normals,  5s.  to  40s. ;  other  normals  for  weaving 

factories,  lace  factories,  etc. 
Distilleries  (Scotland).    Still-bouses  12s.  6d  ;  no  extras. 
Esparto.    Normal,  3ls.  6d. ;  no  extras. 
Farming  Property  (England  and    Ireland).     Normal  rates — buildings,  3s. ; 

produce,  7s.  6cL  ;  live  stock,  3s. 
Farming  Property  (Scotland).    Buildings,  3s. ;  produce,  10s. ;  live  stock,  3s. 
Flannel  Factories  (Wales).    Normal — steam,  12s. ;  water,  10s. 
Flax  Mills  (England).    Normal — wet  processes,  5s. ;  other  processes,  10s.,  etc. 

Average,  including  extras,  probably  30s. 
Flax  Mills  (Scotland).    Stoned  mills,  normal,  20s. ;  other  normals.    Average, 

including  extras,  probably  35s. 
Flax  Mills  (Ireland).    Storied  mills,  normal,  10s. ;  other  normals.    Average, 

including  extras,  probably  35s. 
Flax  Warehouses  (Scotland).    Normal,  7s.  6d.,  etc.    Average  probably  7s.  6d. 

„  „  (Ireland).    Normal,  5s. 

Fleetwood.    Normals,  10s.  6d.,  21s.,  25s. ;  no  extras. 
Floor  Cloth  Factories.    Normal,  15s.,  or  if  timber  built,  21s. 
Furniture  Stores  (England  and  Wales).    Normal,  5s. 

„  „       (Scotland).    Normal,  5s. 

Glasgow  General  Tariff.    Shops,  etc.,  2s. ;  warehouses,  etc.,  3s.    Average,  in- 
cluding extras^  probably  5s. 
Glasgow  Mercantile.    Normals  for  stores,  2s.  to  31s.  6d.    Average,  taking  into 

account  the  number  of  risks  in  the  various  classes,  probably  6s. 
Granaries  (England  and  Wales).    Normal,  2s.,  etc. 

„         Ireland).    Normal,  2s. 
Grimsby  (Warehouses).    3s.  to  25s. 

„        (Timber  Yards).    2s.  to  31s.  6d. 
Hop  Oasts.    5s.  to  10s.  6d. 
Hosiery  (England  and  Wales).    Storied  factories,  8s. ;  warehouses,  2s.  6d.,  eta 

Average  for  factories  probably  10s. ;  warehouses  probably  3s. 
Hull  Timber  Yards.    2s.  to  31s.  6d. 
Hull  Warehouses.    3s.  to  10s.  6d.    Average  probably  6s. 
Lace.    Storied  factories,  10s. ;  warehouses,  6s.,  etc.    Average,  including  extras, 

for  factories  probably  15s. ;  warehouses  probably  7s.  6d. 
Leeds  Carriers'  Warehouses.    4s.  6d.  to  7s.  6a. 
Leith  and  Granton  Tariff.    Normal,  2s..  etc.    Average  probably  3s. 
Liverpool  Mercantile  Tariff.    For  warehouses,  2s.  6a.  and  upwards. 
London  Manchester  Warehouses.    2s.  and  upwards. 
London  Mercantile.    2s.  and  upwards. 
Manchester  Mercantile.    3s.  and  upwards  for  stores. 
Manchester  Warehouses.    3s.  6d. 
Metal  Workers.    3s.  and  other  normals.    Average,  including  extras,  probably 

108.  6d 
Minimum  Rates  Tariff.    Lowest  annual  rate  permissible,  Is.  6d. 
Nitrates  Tariff.    3s.  to  21s. ;  no  extras.    Average  probably  6s. 
Oil  Mills  (England,  Wales,  and  Ireland).    31s.  6d.,  etc    Average  probably  50s. 
„      .,      (Scotland).    Normals,  21s.,  etc.    Average  probably  30s. 
Petroleum  General  Tariff.    Special  rates,  7s.  6d.  to  21s. ;  no  extras. 
Petroleum  (Carriers'  Warehouses).    12s.  6d.  and  21s. ;  no  extras. 
Potteries.    3s.  and  other  normals.    Average  probably  7s.  6d. 
Shipbuilders  (England  and  Wales).    3s.  and  other  normals.    Average  probably 

10s.  6d. 
Ships.    3s.  and  other  normals  ;  no  extras. 
Shirt  Factories.    3s.    Average  probably  5s.,  including  extras. 
Shops  (England  and  Wales).    2s.  to  21s.    Average  probably  2s.  6d. 

„     (Scotland).    2s.  to  21s.    Average  probably  2s.  6d. 
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Shops  (Ireland).    2s.  to  21s.    Average  probably  3s. 

Sugar  Refineries  (England  and  Ireland).     England,  42s. ;  Ireland,  52s.  6d.  ; 

Drying  Bass,  73s.  6d. 
Tanneries.     Works,  5s. ;  warehouses,  2s.  6d. 
Timber  (England,  Wales,  and  Ireland).    2s.  to  42s.  according  to  situation. 

„       (Scotland).     2s.  to  42s.  according  to  situation. 
Tvne  Ports  (Mercantile).    2s.  to  42s. 
Wood  Workers  (Scotland).    15s.  and  other  normals.    Average,  including  extras, 

probably  40s. 
Woollen  Mills.    Coloured,  10s.,  and  other  normals. 
Woollen  Warehouses  (England).    2s.  and  other  normals. 
Worsted  Mills  (England,  Wales,  and  Ireland).     Mills,  7s. ;  other  normals. 

Average,  including  extras,  probably  10s. 

8.  Takiffs  and  Rates  in  the  United  States. — In  the  United  States 
of  America  there  are  various  rating  organisations  to  which  the  majority  of 
the  leading  companies,  native  and  British,  belong ;  and  these  have,  in  many 
cases,  had  the  same  beneficial  results  as  in  the  case  of  the  British  Tariff 
Association  or  Fire  Offices'  Committee.  But,  unfortunately,  these  American 
associations  have  from  time  to  time  broken  down,  after  several  years  of 
immunity  from  conflagrations  in  the  localities  to  which  they  apply,  with 
the  result  that  a  disastrous  "rate  war1'  has  ensued.  Many  American 
towns  and  cities  are  liable  to  conflagrations,  owing  to  the  extent  of  timber 
buildings,  or  the  aggregation  of  inflammable  goods  in  one  locality,  or  owing  to 
wind  storms,  which  convert  what  might  otherwise  be  an  ordinary  fire  into  one 
of  conflagration  dimensions.  The  effect  upon  the  woodwork  of  buildings  of 
the  excessive  heat  in  summer,  and  of  the  steam  heating  in  winter,  increases 
the  fire  hazard  to  a  material  extent;  and  the  occasional  failure  of  the 
water-supply,  through  extreme  cold  or  other  causes,  has  in  some  cases 
produced  serious  results.  It  is  thought  that  defective  electric  lighting 
installations  have  caused  many  large  fires  in  the  United  States.  The 
rates  of  premium  on  annual  insurances  in  the  United  States  average  at 
present  nearly  1  per  cent  on  the  sum  insured,  or  fully  five  times  the 
average  rate  of  annual  premium  in  the  United  Kingdom.  On  first  class 
fire-proof  office  buildings  in  New  York  the  rate  of  premium,  however,  has 
recently  been  as  low  as  12£  cents  for  three  years  on  each  $100  of  insurance 
(equal  to  4£  cents  per  annum  on  each  $100).  This  corresponds  to  about 
10£d.  per  annum  on  £100. 

During  the  three  years  1899,  1900,  and  1901,  very  little  profit  was 
made  on  fire  underwriting  in  the  United  States  by  the  majority  of  Ameri- 
can and  British  companies ;  but  within  that  period  some  of  the  principal 
American  companies  made  very  large  profits  on  their  investments  in  rail- 
road stocks,  thus  enabling  them  to  maintain  their  dividends,  and  increase 
their  surplus  funds  notwithstanding  the  poor  or  adverse  fire  underwriting 
results.  This  circumstance  probably  delayed  the  rectification  of  rates  of 
premium.  Another  cause,  which  in  some  quarters  interfered  with  an 
agreement  on  the  part  of  the  companies  to  advance  rates,  was  the  adoption 
by  the  Legislatures  of  certain  States  of  what  is  termed  the  Anti-Compact 
Law,  under  which  any  combination  for  the  purpose  of  increasing  rates  of 
premium  was  declared  to  be  illegal,  and  all  insurance  companies  transacting 
business  in  these  States  were  required  to  give  undertakings  to  the  effect 
that  they  had  not  joined,  and  would  not  join  any  combination  for  that 
purpose.  Towards  the  end  of  1901,  however,  an  understanding  was  arrived 
at,  and  an  investigation  was  set  on  foot  on  behalf  of  the  principal  com- 
panies into  the  results  on  each  class  of  risk  in  each  State  for  a  period  of 
years.  Pending  the  completion  of  this  investigation,  all  the  leading 
companies  instructed  their  agents  to  advance  rates  on  all  new  business,  and 
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on  all  renewals  of  existing  business,  by  25  per  cent  in  the  case  of  all 
mercantile  stocks  in  all  buildings  excepting  such  as  were  occupied  as 
dwellings  above  the  street  floor,  and  on  all "  frame  "  buildings,  all  manufactur- 
ing risks,  and  other  special  store  hazards,  all  cold  storage  risks,  mill  lumber 
yards  and  grain  elevators,  on  which  specific  rates  according  to  revised 
schedules  had  not  been  fixed  during  1901.  This  practically  covered  almost 
all  the  main  classes  of  business  transacted  at  annual  rates.  In  the  Anti- 
Compact  States  increases  in  rates  were  obtained  by  the  individual  action 
of  companies,  but  various  insurance  companies  preferred  to  withdraw  from 
such  States.  As  the  result  of  the  action  taken  by  the  principal  companies, 
it  is  understood  that  the  general  results  of  fire  insurance  business  in  the 
United  States  during  1902  has  been  good. 

9.  Reserves  for  Unexpired  Risks. — Until  within  the  last  twenty 
years  the  subject  of  the  reserve  which  ought  to  be  made  by  fire  insurance 
companies  to  meet  the  liability  for  unexpired  risk  on  current  policies 
seldom  received  sufficient  consideration.  Many  offices,  while  maintaining 
a  general  reserve  fund,  made  no  specific  reserve  for  unexpired  risk ;  and 
when  a  new  fire  insurance  company  had  completed  its  first  year  its  accounts 
showed  as  profit  the  balance  of  premiums  remaining  after  meeting  the  claims 
and  expenses,  without  any  provision  being  specifically  set  aside  to  meet  the 
large  proportion  of  unexpired  risk  in  the  cases  in  which  a  year's  premium 
had  been  paid  in  advance,  while  less  than  a  year's  risk  (probably  on  the 
average  considerably  less  than  six  months'  risk)  had  been  incurred  during 
the  financial  year.  In  the  case  of  companies  doing  a  rapidly  increasing 
business,  but  making  no  specific  provision  for  the  heavy  liability  indicated, 
an  almost  equally  misleading  effect  was  produced  with  that  shown  by  com- 
panies in  their  first  year.  No  doubt,  the  balance  brought  out  as  profit  was 
seldom  wholly  divided ;  but  exaggerated  ideas  were  created  as  to  the  profits 
earned  in  fire  insurance  business,  leading  to  the  formation  of  numerous 
competing  companies,  most  of  which  had  a  very  brief  existence.  It  is  now 
generally  recognised  that  a  direct  reserve  for  unexpired  risk  ought  to  be 
made  in  the  balance-sheet,  and  that  in  the  case  of  home  business,  where 
the  great  bulk  of  the  business  consists  of  annual  policies  with  a  moderate 
proportion  of  short  term  policies  running  for  less  than  a  year,  and  there  is 
only  an  insignificant  proportion  of  long  term  policies  running  for  five  or 
seven  years,  the  proper  reserve  for  unexpired  liability  is  one-third  of  the 
premium  income  for  the  year.  This  proportion,  we  believe,  is  arrived  at  on 
the  following  assumptions : — 

(1)  That  the  expenses  and  commission,  which  have  been  prepaid  at  the 
outset,  amount  to  33J  per  cent  on  the  premium  income. 

(2)  That  the  balance  remaining  to  meet  one  year's  risk  and  to  yield  a 
profit  to  the  company  is  thus  66§  per  cent  of  the  premium  income. 

(3)  That  on  the  average  there  is  exactly  half  a  year's  risk  unexpired  at 
the  close  of  the  financial  year. 

(4)  And  therefore  that  the  proportion  to  be  reserved  is  one-half  of 
66§  per  cent,  i.e.  is  33  J  per  cent  on  the  premium  income. 

This  proportion,  however,  is  much  too  small  in  the  case  of  American 
and  Canadian  business,  in  which  the  bulk  of  the  insurances  on  the  best 
risks  are  effected  for  three  or  five  years  by  a  single  premium  prepaid  at  the 
outset.  On  a  total,  American  or  Canadian  business  including  an  average 
proportion  of  such  long  term  business,  and  allowing  for  the  fact  that  all 
expenses  and  commissions  have  been  prepaid  at  the  outset,  the  proportion 
of  reserve  required  to  meet  the  unexpired  risk  would  probably  amount  to 
as  much  as  50  per  cent  of  the  total  American  or  Canadian  premium  in- 
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come ;  and  in  the  case  of  a  British  company  whose  premium  income  is  to 
the  extent  of  one-half  derived  from  the  United  States  and  Canada,  the 
effect  would  probably  be  to  bring  out,  on  the  total  business,  a  reserve  equal 
to  about  42  per  cent  on  the  total  premium  income.  According,  however, 
to  the  laws  of  New  York  State,  a  reserve  is  required  of  the  full  premium 
for  the  average  proportion  of  time  unexpired,  without  any  deduction  for 
the  expenses  which  have  been  prepaid  at  the  outset,  and  where  there  is  the 
usual  proportion  of  long  term  policies  this  brings  out  an  average  reserve  on 
the  total  premium  of  as  much  as  75  per  cent.  As  the  result,  a  new 
company  established  in  the  United  States  incurs  serious  risk  of  having  its 
licence  withdrawn  by  the  authorities  at  the  end  of  the  first  year  in  conse- 
quence of  impairment  of  capital,  unless  it  has  adopted  the  necessary 
precaution  of  requiring  its  shareholders  to  pay  up  a  substantial  sum  as 
reserve  in  addition  to  the  paid  up  capital.  Thus  supposing  the  paid  up 
capital  to  be  8200,000,  and  the  premium  income  for  the  first  year,  consisting 
wholly  of  annual  premiums,  to  be  $100,000,  the  expenses  will,  in  all 
probability,  be  not  less  than  .... 

Add  losses  at  the  rate  of  say  60  per  cent  for  a  full  year's 

risk,  but  in  respect  that  the  insurances  have,  on  the 

average,  run  for  only  six  months 
Legal  reserve — New  York  Standard  on  annual  policies 

Total  ..... 

This  represents  an  apparent  loss  on  the  premium  income 
of  15  per  cent,  or  ....  . 

Towards  which  there  will  be  interest  earned  on  invest- 
ments of  capital,  say  4  per  cent  on  $200,000   . 

Leaving  amount  of  technical  impairment  of  capital 

If  the  reserve  were  calculated  on  the  premium  income  after  deduction 
of  prepaid  expenses,  there  would  be  a  profit  shown  of  $2500,  to  which 
would  fall  to  be  added  the  interest  earned  amounting  to  $8000. 

The  New  York  State  law  which  is  generally  followed  in  the  other 
States  makes  the  company  set  aside  a  reserve  for  expenses  and  commission 
which  have  already  been  paid  at  the  outset. 

10.  Agents  and  Officials. — (1)  In  Great  Britain. — In  the  United  King- 
dom the  fire  insurance  agent  in  the  majority  of  cases  carries  on  his  fire  agency, 
and  usually  a  life  agency  as  well,  as  an  adjunct  to  some  other  business. 
Thus  lawyers,  local  managers  of  banks,  factors  or  estate  agents,  accountants, 
auctioneers,  merchants,  manufacturers,  besides  many  individuals  holding 
quite  humble  positions,  are  to  be  found  in  the  ranks  of  insurance  agents. 
Probably  in  the  majority  of  cases  in  this  country  the  agent  acts  for  only 
one  company  in  each  department  of  insurance  business.  There  are;  however, 
insurance  brokers  who  represent  many  companies,  and  the  practice  is 
growing  under  which  an  ordinary  agent  represents  more  than  one  company 
in  the  same  department  of  insurance  business.  At  the  chief  centres  most 
of  the  larger  companies  have  branch  offices,  with  a  local  secretary  or 
manager,  who  gives  his  whole  time  to  the  business,  and  has  one  or  more 
surveyors  under  him  and  a  staff  of  clerks,  and  who  supervises  the  business 
of  a  large  district.  This  plan,  while  expensive,  is  found  to  be  almost  a 
necessity  in  the  interests  of  the  companies.  At  the  head  office  there  is  a 
manager  or  general  manager  and  secretary,  with  sometimes  a  fire  super- 
intendent, and  surveyors  and  clerks ;  also  an  auditor  and  solicitor.     In  the 
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case  of  all  important  fire  claims  it  is  the  practice  of  the  companies  to 
employ  an  outside  assessor  to  settle  the  loss,  and  there  are  numerous  highly 
skilled  loss  assessors  who  devote  their  whole  time  to  that  work,  and  who 
are  remunerated  by  fees  paid  by  the  companies. 

The  whole  business  is  supervised  by  a  board  of  directors  elected  by  the 
shareholders  (or,  in  the  case  of  a  mutual  society,  by  the  members).  The 
directors  appoint  all  the  officers  at  head  office  and  branches,  and  take  a  special 
charge  of  the  investments  and  financial  administration  of  the  company. 

(2)  In  the  United  States. — In  the  United  States  the  organisation,  while 
generally  resembling  that  in  this  country,  differs  from  it  (a)  in  respect  that 
the  local  agent  there,  as  a  rule,  gives  his  whole  time  to  fire  insurance 
business,  seldom  acting  for  more  than  the  one  department  of  insurance,  and 
that  he  almost  invariably  acts  for  at  least  three  companies,  and  in  many 
instances  for  as  many  as  a  dozen  or  more,  this  being  due  to  re-insurance 
being  little  practised  in  America,  and  to  many  of  the  individual  risks  being 
of  large  size  requiring  to  be  shared  among  a  number  of  companies ;  and  (b) 
in  respect  that,  unless  in  the  case  of  a  few  large  companies,  or  in  the  case 
of  distant  fields  such  as  the  Pacific  coast,  there  are  no  branch  managers, 
but  in  lieu  thereof  there  are  numerous  special  agents  who  represent  the 
company  in  large  districts,  and  employ  their  whole  time  (excepting  when 
summoned  to  the  head  office)  in  visiting  the  ordinary  agents,  examining  the 
business  on  their  books,  making  surveys  where  necessary,  and  seeing  that 
his  company  gets  a  fair  share  of  the  total  business  transacted  at  each  agency. 

11.  The  Interest  of  Insurance  Companies  in  Fire  Brigades. — In  the 
early  days  of  fire  insurance  in  the  United  Kingdom  it  was  the  practice  of  each 
company  to  maintain  a  fire  engine  and  fire  brigade  in  the  town  in  which  the 
company's  head  office  was  situated.  Some  companies  at  a  later  period  had  fire 
engines  and  fire  brigades  at  all  their  principal  agencies.  The  original  idea 
was  probably  to  confine  the  service  of  the  brigade  to  property  insured  in  the 
office  supporting  the  brigade.  Hence  the  metal  plates  affixed  to  houses  in 
these  times.  In  London  the  'companies  ultimately  joined  their  forces,  and 
established  and  maintained  one  large  fire-engine  establishment,  which  they 
carried  on  until  1866,  in  which  year  they  handed  over  the  establishment 
to  the  Metropolitan  Board,  agreeing  that  each  company  should  pay  an 
annual  contribution  (now  fixed  at  £35  per  million)  on  the  amount  of  its 
insurances  within  the  area  of  the  Metropolitan  district.  At  present  the 
contributions  of  the  companies  towards  the  London  Fire  Brigade  consider- 
ably exceeds  £30,000  per  annum. 

The  early  practice  of  insurance  companies  probably  led  to  the  view, 
now  recognised  by  those  who  have  studied  the  matter  to  be  erroneous,  that 
insurance  companies  ought  to  be  required  to  contribute  towards  keeping 
down  fires,  as  they  are  the  gainers  thereby.  If  the  fire  brigades  were  not 
employed  in  saving  life ;  if  all  property  was  insured ;  if  the  insurance  was 
always  for  the  full  value  of  the  property,  and  if  the  brigades  were  under 
the  control  of  the  insurance  companies,  then  there  would  be  no  harm  in 
making  the  companies  collect  from  the  insured  the  whole  cost  of  fire 
extinction.  But  as  matters  stand,  seeing  that  the  primary  duty  of  the 
brigade  is  to  protect  life,  that  an  enormous  amount  of  property  is  uninsured, 
or  insured  to  a  sum  very  much  below  its  value,  and  that  the  insurance 
companies  have  now  no  voice  in  the  management  of  the  brigade,  there  can 
be  no  doubt  that  the  proper  course  is  for  the  authorities  to  collect  the  cost 
of  the  brigades  from  the  ratepayers. 

In  the  discharge  of  their  duty  the  fire  brigades  often  entirely  disregard 
the  interests  of  the  insurance  companies,  and  in  stating  this  we  do  not 
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imply  any  blame  on  the  fire  brigades,  as  the  interests  of  the  insurance 
companies  are  really  no  concern  of  theirs.  If  proof  be  needed  of  this 
statement,  we  may  refer  to  the  circumstance  that  in  great  centres  such  as 
London,  Liverpool,  and  Glasgow,  and  in  many  cities  in  America,  there  are 
salvage  corps  established  and  maintained  by  the  insurance  companies, 
largely  for  the  purpose  of  protecting  property  from  the  damage,  chiefly  by 
water,  caused  by  the  operations  of  the  fire  brigade.  These  salvage  corps 
also  watch  the  property  so  as  to  prevent  theft,  which  so  frequently  occurs 
at  the  time  of  a  fire. 

Conclusion. — In  bringing  this  article  to  a  conclusion,  we  would  refer 
those  who  desire  to  study  thoroughly  in  detail  the  points  which  have  been 
here  touched  on  in  a  general  way,  to  the  valuable  collection  of  papers 
published  in  the  five  volumes  issued  by  the  Federation  of  Insurance 
Institutes,  of  which  the  secretary  is  Mr.  Charles  Stevenson,  9  Albert 
Square,  Manchester.  D.  Deuchar. 

Firm. — Partners  trading  together  are  called  collectively  a  firm. 
In  England  a  firm  is  not  a  distinct  body  from  the  members  composing  it, 
but  in  Scotland  a  partnership  or  firm  forms  a  separate  legal  person  like  a 
corporation.  Sometimes  the  expression  "  the  house  "  is  used  as  an  equivalent, 
but  as  a  ride  "  the  house  "  when  used  refers  more  to  the  business  as  a  going 
concern  than  to  the  proprietors  as  a  firm.    {See  " Paktnership") 

Firm  Offer. — A  firm  offer  is  one  by  which  the  offerer  binds  him- 
self absolutely  not  to  refuse  an  acceptance.  It  is  more  than  a  mere 
quotation.    The  time  in  which  the  offer  may  be  accepted  is  usually  stated. 

Fish  Salesmen's  Accounts.    See  Tkawling  accounts. 

Five-franc  Piece.— The  standard  gold  and  silver  coin  of  the 
countries  forming  the  Latin  monetary  union.  The  gold  coin  weighs  24*89 
grains  900  fine.  Its  value  in  gold  916*6  fine  of  £3  :  17 :  10|  per  ounce  is 
3s.  lljd.  The  silver  coin  weighs  385*81  grains  900  fine,  and  its  value  in 
silver  925  fine  at  5s.  6d.  an  ounce  is  4s.  3£d. 

Five-pound  Piece. — An  English  gold  coin  provided  for  in  the 
Coinage  Act  of  1870.  It  was  not  actually  coined  for  circulation  until  1887, 
on  the  occasion  of  the  Jubilee  of  Queen  Victoria.  Its  weight  is  616*37 
grains  916*6  fine,  and  its  value  in  gold  francs  126*1  franc. 

Fixed  and  Floating  Capital.— John  Stuart  Mill  originated 
the  recognised  classical  division  between  fixed  and  circulating  capital  in  the 
following  definition : — 

"  Capital  which  fulfils  the  whole  of  its  office,  in  the  production  of  which 
it  is  engaged,  by  a  single  use,  is  called  circulating  capital ;  capital  which 
exists  in  any  durable  shape,  and  the  return  to  which  is  spread  over  a  period 
of  corresponding  duration,  is  called  fixed  capital" 

Adam  Smith  had  already  shown  the  distinction  between  capital  which 
yielded  a  profit  without  passing  from  one  owner  to  another,  and  capital 
which  could  only  yield  a  profit  by  passing  out  of  its  owner's  hands.  Bicardo 
divided  capital  into  that  which  is  represented  by  goods  of  slow  consumption 
and  those  which  require  to  be  frequently  reproduced.  Fixed  capital,  ac- 
cording to  Mill's  definition,  is  thus  invested  capital,  such  as  public  works, 
railways,  canals,  machinery,  houses,  improvements  to  land,  and  in  fact 
everything  productive  which  is  at  the  same  time  durable  and  to  a  certain 
extent  of  a  permanent  nature.     Circulating  capital  is  capital  represented 
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by  raw  material,  metals,  minerals,  the  actual  produce  of  land,  and  all  that 
is  set  aside  for  the  sustenance  of  labour.  The  word  "  circulating  "  is  per- 
haps somewhat  unfortunate  for,  as  a  matter  of  fact,  the  capital  does  not 
circulate,  but  is  consumed  in  a  single  use,  and  the  term  "  floating  "  appears 
to  be  a  better  term  to  use  in  describing  this  class  of  commodities. 

The  distinction  between  fixed  and  floating  capital  to  a  large  extent 
depends  upon  the;intention  of  the  capitalist.  Thus,  furniture  represents 
the  bulk  of  the  floating  capital  of  a  furniture  dealer,  but  forms  part  of  the 
fixed  capital  of  a  hotel  proprietor. 

Fixed  capital  includes  the  following  assets  when  these  are  used  with 
the  view  of  earning  a  profit,  but  are  not  in  order  to  secure  such  profit 
parted  with: — land,  buildings,  shops,  machinery,  working  plant,  office 
furniture,  fixtures  and  fittings. 

The  term  "  fixed  assets  "  would  be  a  better  expression  to  use  than  "  fixed 
capital."  In  fact  the  expression  "  fixed  capital "  is  more  often  used  in  the 
sense  of  fixed  assets  than  in  its  true  sense  of  wealth  invested  in  assets  of  a 
permanent  nature. 

In  charging  any  expenditure  to  an  account  representing  a  fixed  asset 
the  question  must  always  be  carefully  asked — Is  this  an  expenditure  which 
should  be  so  charged,  or  is  it  not  such  an  expenditure  as  should  properly 
be  charged  against  revenue  ?  When  any  expenses  which  should  be  paid 
out  of  current  revenue  are  placed  to  the  debit  of  an  account  representing  a 
permanent  asset,  the  effect  is  to  increase  the  account  representing  fixed 
capital  expenditure  and  to  decrease  the  charges  against  profit  in  the  Profit 
and  Loss  Account.  The  result  is  to  inflate  the  profit  and  make  the 
business  appear  more  successful  than  it  is. 

Fixtures. — As  to  the  general  nature  of  fixtures,  and  the  rules  of 
law  applicable  to  fixtures,  as  between  lessor  and  lessee,  see  the  article  on 
"  Landlord  and  Tenant,"  under  the  sections  entitled  Contract  of  Lease, 
Rent  and  its  Recovery,  and  General  Conditions  and  Provisoes. — As  between 
the  heir  of  an  owner  in  fee  and  the  latter's  personal  representatives,  and 
as  between  the  remainderman  or  reversioner  and  the  tenant  of  a  particular 
estate  or  his  representatives,  the  principles  are  similar  to  those  applicable 
as  between  lessor  and  lessee;  but  in  the  matter  of  the  removability  of 
fixtures  the  law  favours  ordinary  tenants. 

Upon  the  sale  or  mortgage  of  land  or  house  property,  whether  freehold 
or  leasehold,  in  the  absence  of  evidence  of  a  contrary  intention  in  the 
contract,  all  fixtures  pass  to  the  purchaser  (Conveyancing  and  Law  of 
Property  Act  1881,  44  &  45  Vict.  c.  41,  sec.  6).  The  construction  is  the 
same  in  the  case  of  devises.  A  sale  of  unsevered  fixtures  alone  is  not  the 
sale  of  an  interest  in  lands  within  section  4  of  the  Statute  of  Frauds, 
29  Car.  II.  (1676)  c.  3,  but  "emblements,  industrial  growing  crops,  and 
things  attached  to  or  forming  part  of  the  land  which  are  agreed  to  be 
severed  before  sale  or  under  the  contract  of  sale  "  are  goods  within  the  Sale 
of  Goods  Act  1893,  56  &  57  Vict.  c.  71  (sec.  62),  and  contracts  for  the  sale 
thereof  to  the  value  of  £10  or  upwards,  containing  an  agreement  to  sever 
the  same,  must  to  be  enforceable  comply  with  the  formalities  required  by 
section  4  (see  article  on  "  Contract  ").  Further,  fixtures  separately  assigned 
or  charged  and  trade  machinery  are  personal  chattels  within  the  Bills  of 
Sale  Acts  1878  and  1882,  41  &  42  Vict.  c.  31,  and  45  &  46  Vict.  c.  43  (see 
sees.  4  and  5  of  the  1878  Act),  and  bills  of  sale  thereof  must  therefore  be 
made  and  registered  as  provided  by  these  Acts.  By  section  7  of  the  1878 
Act,  no  fixtures  or  growing  crops  are  to  be  deemed  to  be  separately  assigned 


FLOKIN  43 

or  charged  by  reason  only  that  they  are  assigned  by  separate  words,  or  that 
power  is  given  to  sever  them  from  the  land  or  building  to  which  they  are 
affixed,  or  from  the  land  on  which  they  grow,  without  otherwise  taking 
possession  of  or  dealing  with  such  land  or  building,  or  land,  if  by  the  same 
instrument  any  freehold  or  leasehold  interest  in  the  land  or  building  to 
which  such  fixtures  are  affixed,  or  in  the  land  on  which  such  crops  grow, 
is  also  conveyed  or  assigned  to  the  same  person  or  persons.  Section  4  of 
the  Sale  of  Goods  Act  and  the  Bills  of  Sale  Acts  just  mentioned  do  not 
apply  to  Scotland.  John  R  M'Ilraith. 

Floating'  Charge  is  a  term  used  to  express  the  general  charge 
of  the  undertaking  of  a  company  given  in  favour  of  debenture  holders. 
The  expression  signifies  that  it  does  not  attach  to  any  specific  asset  of  the 
company,  but  to  all  the  property  held  by  the  company.  Floating  charge, 
like  all  other  mortgages,  must  be  registered  in  the  company's  register  of 
charges.  In  the  case  of  default  or  liquidation  proceedings  the  charge  be- 
comes effective,  and  a  receiver  may  be  appointed  to  take  possession  of  the 
assets  to  the  exclusion  of  the  general  creditors.  A  creditor  who  holds  a 
mortgage  for  a  specific  portion  of  the  company's  property  may  find  that  it 
is  valueless  through  the  debentures  having  inserted  in  them  an  obligation 
by  the  company  not  to  create  any  mortgage  or  charge  in  priority  to  the 
debentures  in  question. 

Floating1  Debt. — The  floating  debt  of  a  state  is  the  amount 
which  has  not  been  made  into  a  permanent  loan  by  being  funded.  It  is 
in  fact  unfunded  debt  as  opposed  to  funded  debt.  It  consists  of  temporary 
advances  made  for  the  supply  service  in  anticipation  of  revenue  which  is 
not  yet  due,  but  which  is  payable  within  the  financial  year.  If  the  rate  of 
interest  is  low,  the  charge  for  the  floating  debt  is  correspondingly  low, 
and  the  method  of  raising  the  money  in  this  temporary  manner  is  often  a 
reasonable  expedient.  The  floating  debt  consists  of  advances  made  by  the 
Bank  of  England,  Exchequer  bonds  repayable  within  a  fixed  period  bearing 
interest  payable  at  fixed  intervals,  and  Treasury  bills  repayable  at  short 
periods  and  issued  at  a  discount.  The  objection  to  a  large  floating  debt, 
more  especially  when  in  the  shape  of  Treasury  bills  which  have  to  be 
renewed,  is  that,  in  the  event  of  a  financial  crisis,  it  might  be  difficult  to 
have  the  bills  renewed,  or  the  rate  of  interest  might  be  very  heavy. 

Municipalities  have  within  recent  years  adopted  the  method  of  using 
bills  for  their  floating  debt,  and  the  method  is  satisfactory  except  when  the 
rate  of  interest  rises.  It  is  sound  finance  for  a  city  to  issue  such  bills  when 
the  rate  of  interest  is  high,  and  when  it  has  fallen  to  a  low  figure  the 
opportunity  should  be  taken  to  fund  the  debt.  The  expression  u  floating 
debt"  is  also  used  in  the  case  of  mercantile  and  industrial  undertakings, 
such  as  railways,  to  distinguish  the  trade  debts  and  debts  borrowed  for 
temporary  purposes  from  debts  incurred  by  the  issue  of  debentures  or 
debenture  stock. 

Floating  Policy  is  a  policy  issued  for  a  large  amount  to  cover 
a  certain  specified  class  of  risk,  and  which  amount  is  subsequently 
appropriated  in  smaller  amounts  by  declaration  made  from  time  to  time  by 
the  assured. 

Florin. — A  silver  token  coin  of  the  nominal  value  of  2s.,  and  is  legal 
tender  to  the  amount  of  £2.  It  was  first  struck  in  the  year  1849.  Its 
weight  is  174*54  grains  of  925  fineness.  The  value  of  a  florin  in  silver 
francs  900  fine  is  2*32  francs. 
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Flotsam  and  Jetsam. — The  former  comprehends  all  floating 
articles  which  once  formed  part  of  a  vessel  or  of  the  cargo.  Jetsam  con- 
sists of  all  things  cast  overboard  in  a  storm  or  shipwreck. 

Flour  Mills  Accounts.— The  trade  of  a  flour  miller  has 
now  become  a  scientific  industry.  In  former  times  every  small  community 
had  its  mill,  which  was  worked  by  wind  or  water  power.  The  grain  grown 
in  the  district  was  delivered  to  the  mill,  and  ground  into  flour  or  feeding 
stuffs,  the  miller  usually  purchasing  the  wheat  outright,  and  grinding  for 
sale  as  flour  and  offals  at  his  own  risk,  and  crushing  any  other  grain  for 
hire.  The  improved  facilities  for  the  conveyance  of  the  grain  and  the 
increase  of  population  far  beyond  the  means  of  providing  food  out  of  home- 
grown wheat,  have  brought  Large  supplies  of  foreign  wheat,  which  can  be 
most  economically  ground  at  the  port  of  delivery,  and  the  tendency  of 
modern  times  has  been  to  close  the  smaller  mills,  and  to  manufacture  flour 
in  large  quantities  at  points  convenient  for  delivery  of  grain  and  distribution 
of  flour  and  offals.  Another  cause  which  has  contributed  very  largely  to 
disuse  of  the  small  local  mills  is  the  introduction  of  very  elaborate  and 
costly  machinery  in  place  of  the  primitive  appliances  formerly  in  use.  The 
outlay  necessary  for  a  complete  modern  plant  can  only  be  made  remunerative 
by  constant  employment  to  its  full  capacity.  The  largest  mills  have  been 
established  at  the  ports  where  foreign  grain  can  be  delivered  direct  to  the 
mill,  and  where  every  kind  of  labour-saving  machinery  is  employed  to 
reduce  the  cost  of  manufacture.  The  output  of  some  of  these  mills  amounts 
to  10,000  sacks  of  flour  per  week.  The  sack  contains  five  bushels,  and  makes 
90  quartern  loaves.  It  is  roughly  estimated  that  a  quartern  loaf  is  the 
average  weekly  consumption  of  each  unit  of  population,  so  that  one  of  these 
mills  would  provide  for  a  population  of  900,000. 

The  present  system  of  grinding  is  by  means  of  porcelain  rolls.  These 
were  first  used  in  Hungary.  Before  their  introduction  to  this  country 
grindstones  were  in  use,  and  were  more  fitted  to  deal  with  the  home-grown 
grain,  which  contains  a  larger  percentage  of  moisture  than  the  harder 
foreign  wheats. 

At  this  time  English  wheats  commanded  a  higher  price  than  the  foreign 
supplies,  and  roller  plants  were  substituted  (in  the  first  place)  with  the 
view  of  grinding  the  cheaper  foreign  grain,  but  in  a  few  years  the  higher 
quality  of  the  flour  made  by  roller  plants  practically  destroyed  the  trade 
of  the  stone-mills,  and  increased  the  demand  for  foreign  grain  until  the 
relative  prices  were  reversed,  and  English  wheat  has  since  ruled  lower  than 
the  harder  qualities  grown  abroad. 

The  large  importations  of  American  flour  at  low  rates  contributed  to 
the  use  of  foreign  wheat  for  the  English  made  flour.  The  advantage  of  a 
drier,  or  as  it  is  called,  a  stronger,  flour  consists  in  its  greater  absorbent 
power  and  the  larger  number  of  4  lb.  loaves  which  can  be  made  per  sack. 

As  mentioned  above,  the  port  mills  have  an  advantage  by  the  lower  cost 
of  delivery  of  grain  to  the  mill,  which  is  not  all  lost  by  the  extra  cost  of 
delivery  of  their  flour  to  inland  stations,  but  these  mills  have  not  the  same 
facilities  as  the  inland  mills  for  the  disposal  of  their  offals  or  feeding  stuffs. 
The  inland  mills  have  also  an  advantage  in  purchasing  home-grown  wheats. 
It  is  the  practice  on  local  Corn  Exchanges  for  a  farmer  to  give  to  the 
purchaser  of  his  last  year's  crop  the  first  offer  of  his  season's  grain,  and  in 
this  way  a  species  of  goodwill  has  grown  up  which  makes  a  country  mill 
the  natural  receptacle  for  all  corn  grown  within  a  certain  area.  In  some 
districts  this  practice  is  so  well  recognised  that  when  a  farmer  threshes 
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out  a  stack  he  sends  his  teams  to  the  miller,  who  pays  him  for  the  quantity 
delivered  at  the  next  market  at  the  price  of  the  day.  The  staple  food  of  a 
people  is  of  necessity  an  article  which  must  be  produced  at  the  lowest  cost, 
and  the  margin  between  the  cost  of  the  raw  material  and  the  selling  price 
of  the  finished  article,  after  deducting  the  fluctuating  value  of  the  offals  or 
bye-products,  is  so  narrow  that  the  miller  requires  to  exercise  his  scientific 
knowledge  in  the  selection  of  wheats  which  by  judicious  blending  will  make 
a  good  flour  with  a  fair  margin  of  profit,  and  to  use  all  vigilance  in  adopting 
the  most  economical  processes  of  manufacture  and  the  cheapest  mode  of 
distribution. 

A  miller's  books  are  arranged  with  the  view  of  showing,  in  the  first  place, 
his  gross  profit,  i.e.  the  difference  between  the  cost  of  the  wheat  and  the 
value  of  the  flour  and  offals  sold,  the  stock  at  each  end  of  the  period  covered 
by  the  account  being  valued  at  the  market  price.  A  yield  account  is 
worked  out  (see  Table  1  at  the  end  of  this  article)  which  shows  in  the 
weight  of  flour  and  offals  produced  an  equivalent  to  the  weight  of  wheat 
ground  within  a  small  percentage.  Imported  grain  requires  washing,  and 
the  weight  lost  by  the  removal  of  foreign  matter  is  replaced  by  the  moisture 
taken  up  in  the  washing,  so  that  a  small  excess  is  often  shown  upon  the 
yield  account.  A  rough  calculation  is  that  6  bushels  of  wheat  produce  5 
bushels  of  flour,  but  it  is  evident  that  skilful  treatment  resulting  in  the 
production  of  a  larger  percentage  of  flour,  or  of  flour  of  finer  quality,  must 
increase  the  profits  of  grinding.  From  the  Yield  Account  is  worked  out 
the  average  cost  of  wheat  and  the  average  selling  price  per  sack  of  flour. 
The  expenses  of  manufacture  and  distribution  are  charged  against  the  gross 
profit  in  more  or  less  detail  according  to  the  discretion  of  the  proprietor,  but 
whether  the  analysis  be  simple  or  elaborate,  the  custom  in  reviewing  the 
trade  of  any  period  is  to  work  out  the  cost  in  detail  or  in  total  per  sack  of 
flour. 

The  purchases  of  wheat  are  commonly  recorded  in  a  book  called  the 
"  Wheat  Ledger,"  which  serves  the  double  purpose  of  "  Bought  Day  Book  " 
and  Bought  Ledger  for  the  miller's  chief  purchasea 

The  ruling  is  given  in  Table  2.  The  entries  on  the  left  as  far  as 
"  Amount "  constitute  a  credit  entry  in  a  Ledger,  and  the  entries  on  the 
right  from  "  Date  when  Paid "  are  the  corresponding  debits  closing  the 
account  by  cash  paid  and  custom,  or  discount  allowed.  The  credit  balances 
owing  at  any  time  are  the  entries  on  the  left  hand  against  which  no  cash 
payment  is  entered.  In  this  way  the  book  corresponds  to  a  "Sundry 
Persons  "  Account  in  a  personal  Ledger.  The  total  of  the  "  Amount "  column 
to  the  left  serves  the  purpose  of  a  Bought  Day  Book,  and  provides  the  total 
purchases  which  can  be  posted  monthly  or  quarterly  to  the  "  Purchases  and 
Sales  "  Account  in  the  Expense  Ledger. 

Similar  books  may  be  kept  to  show  the  purchases  of  other  classes  of 
grain  if  a  general  milling  trade  is  done. 

The  sales  are  recorded  in  a  Journal,  of  which  the  form  given  in  Table  3 
is  a  fair  example.     The  ruling  is  carried  across  both  pages  of  the  opening. 

It  will  be  observed  that  provision  is  made  for  charging  sacks.  In  the 
case  of  flour  sacks  these  are  charged  at  a  fixed  price  of  Is.  or  Is.  6d.,  and 
credit  is  given  at  the  same  rate  when  they  are  returned  to  the  milL  The 
amount  of  this  column  is  not  carried  to  the  credit  of  the  "  Purchases  and 
Sales  "  Account,  but  is  posted  to  a  "  Sacks  Reserve  Account,"  of  which  a 
fuller  description  will  be  given  later. 

The  foundation  of  the  Sales  Journal  is  a  Ticket  Book,  of  which  a  con- 
venient form  contains  tickets  for  goods  delivered,  with  a  carbon  copy  for 
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entering  in  the  Sales  Journal,  and  a  detachable  ticket  for  goods  received  to 
be  signed  by  the  consignee. 

The  expenses  of  manufacture  and  distribution  consist  largely  of  items 
paid  for  at  the  time,  such  as  wages,  travelling  expenses,  etc.,  and  these  and 
such  items  of  expenditure  as  fuel,  light,  insurance,  freight,  repairs,  horse- 
keep,  etc.  can  be  conveniently  dealt  with  by  transfer  through  a  Journal  to 
the  various  accounts  in  the  Expense  Ledger. 

The  Cash  Book  is  in  the  common  form,  subject  to  the  addition  of  a 
column  on  the  credit  side  for  sacks  returned  to  the  mill  by  customers.  The 
collector  gives  a  receipt  for  cash  paid  to  him,  and  for  as  many  sack  tickets 
as  the  customer  produces  at  Is.  per  sack,  and  enters  as  cash  received  the 
full  amount  for  which  he  has  given  an  acknowledgment,  but  enters  on  the 
payment  side  of  the  Cash  Book  the  value  of  sacks  allowed  for  so  as  to  clear 
the  Cash  Book  of  what  is  not  a  cash  receipt.  The  total  of  the  sack  column 
is  posted  to  the  debit  of  the  "  Sacks  Beserve  Account,"  previously  referred  to. 

It  may  be  convenient  to  explain  here  the  operation  of  this  account.  It 
is  the  custom  to  include  in  the  invoice  of  goods  delivered  the  value  of 
the  sacks  at  say  Is.  each,  but  the  customer  is  always  entitled  to  return 
these  sacks  and  to  claim  credit  at  the  same  rate,  so  that  the  miller  is  liable 
to  his  customers  for  as  many  sacks  as  are  outstanding,  and  the  aggregate 
of  those  sacks  is  stated  on  his  Balance  Sheet  as  a  deduction  from  the  book 
debts  due  to  him.     The  form  of  the  account  is  as  follows : — 

Sack  Beserve 


£  s.  d. 

To  Sacks  bought  in      8000     400  0  0 
„  Balance    carried 

forward  .         .      2000     100  0  0 


£       s.    d. 
By  Sacks  charged  out  10,000    500     0     0 


10,000     500     0     0 


10,000    500     0     0 


By  Balance  brought 

forward    .         .    2,000    100     0     0 


The  sacks  as  purchased  are  charged  to  an  account,  and  subject  to 
depreciation  for  wear  and  tear,  appear  as  an  asset  in  the  miller's  Balance 
Sheet. 

A  record  is  kept  in  each  customer's  account  in  the  Ledger  of  the  number 
of  sacks  in  his  hands,  and  the  aggregate  of  the  customers'  balances  will 
confirm  the  balance  of  the  sack  reserve. 

The  ruling  of  the  Ledger  is  generally  something  like  that  given  in 
Table  4,  having  the  Sack  Account  to  the  right  of  the  page. 

In  framing  a  miller's  trading  account  the  carriage  inwards  should  be 
added  to  the  purchases  of  grain  before  showing  the  gross  profit.  The  costs 
of  manufacture  and  distribution  will  include  wages  and  salaries,  mill  and 
machinery  repairs,  horsekeep,  fire  and  lighting,  rent,  rates,  and  insurance, 
market  and  travelling  expenses,  depreciation  and  bad  debts.  A  percentage 
on  the  sales  is  usually  carried  to  a  bad  debt  reserve,  out  of  which  losses  are 
written  off  as  they  are  incurred. 

A  miller  requires  an  ample  capital  to  carry  on  his  business,  as  he  buys 
for  short  terms  of  credit,  and  is  required  to  hold  stock  and  to  give  credit  to 
a  large  amount,  while  the  mill  buildings,  plant,  and  machinery  involve  a 
heavy  outlay. 

The  annexed  Profit  and  Loss  Account,  Table  5,  and  Balance  Sheet  will 
illustrate  the  accounts  of  a  small  inland  mill. 
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Table  1. —  Yield  Account  for  6  Months  ending  31st  December  19... 

Stock  of  Wheat,  30th  June,  in  lbs. 
Purchases  of  Wheat  to  31st  December 


Deduct  stock  of  Wheat,  31st  December 
Sales  of  Wheat  to  31st  December 

Weight  of  Wheat  ground  in  6  months 

Stock  of  Flour,  31st  December  . 
Sales  of  Flour  to  31st  December 

Deduct  Stock  of  Flour,  30th  June 
Purchases  to  31st  December 

Weight  of  Flour  made  in  6  months 

Stock  of  Offals,  31st  December  . 
Sales  of  Offals  to  31st  December 

Deduct  stock  of  Offals,  30th  June 
Purchases  to  31st  December 

Weight  of  Offals  made  in  6  months 

Stock  of  Oats,  31st  December    . 
Sales  of  Oats  to  31st  December  . 

Deduct  stock  of  Oats,  30th  June 
Purchases  of  Oats  to  31st  December 

Weight  of  Oats  sifted  from  Wheat 

Stock  of  Barley,  etc.  31st  December 
Sales  of  Barley  to  31st  December 

Deduct  stock  of  Barley,  etc  30th  June 
Purchases  of  Barley,  etc  to  31st  December 


Weight  of  Barley,  etc,  sifted  from  Wheat  . 

Summary  of  Yield  Account 


Rout  made 
Offals  made 


Wheat  ground . 
Deduct  Sittings,  viz. — 

Oats 

Barley,  etc 


Excess 


67*54  per  cent. 
33-67 


»   »» 


101-21 


48,400 
50,100 


1-21  per  cent 


1,539,000 
25,000 


344,000 
1,400,000 


39,400 
198,000 


10,886,000 
5,426,400 


16,216,000 


98,500 


680,000 
17,100,000 


17,780,000 


1,564,000 
16,216,000 

550,000 
12,080,000 

12,630,000 


1,744,000 


10,886,000 

272,000 
5,400,000 

5,672,000 


156,600 
89,000 

245,600 

*                   ■ 

5,426,400 

•                   • 

10,700 
109,500 

14,500 
57,300 

120,200 
7i.ftnr> 

48,400 

53,500 
234,000 

287,500 


237,400 
50,100 


16,312,400 


16,117,500 
194,900 


48 


FLOUR  MILLS  ACCOUNTS 


Table  2. — 
Wheat 


Date. 

Name. 

Residence. 

Bags. 

Bushels. 

Lbs. 
Over. 

Lbs. 
Short. 

Weight 
Cwts.    Qrs.    Lbs. 

■ 

Table  3.- 


Date. 

1 
Order 

K*m« 

Folio. 

Sacks  of  Flour. 

i 

Price. 

£.  s.  d. 

Cwts.  of  Offals. 

1 
1 

Pastry. 

Super- 
fine. 

Fine. 

Seconds. 

Grinders. 

Germ. 

Sharps.    Bran. 

1 

Dr. 


Table  4. — 


Date. 

Journal 
Folio. 

Goods. 

Sacks 
is. 

Amount. 
£    «.    d. 

Date. 

C.B. 

Folio. 

Particulars. 

Abated. 
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Wheat  Ledger 
Received 


Price. 


Amount. 
£    0.    <7. 


Date  when 
Paid. 


Folio. 
C.B. 


Custom. 
£    *.    d. 


Amount. 
£    s.    d. 


Remarks. 


tiales  Journal 


Price.  £*.  d. 

i 

Sacks. 

Pig- 
meal. 

Price. 

£*.  d. 

8plit 
Beans. 

1 
OatH.    Maize. 

Mixed 
Corn. 

Price. 

£*.  rf. 

Sundries. 

£«.  d. 

Chargod 
Sacks. 

£  s.  d. 

3 

i 

tiales  Ledger 


Amount. 


Sack  Account. 


Date. 


CB. 

Folio. 


VOL.  Ill 


Cash  Paid.  Date. 


No.  of 
Sacks. 


Cr. 


Amount. 


Folio 
Sack  Book. 
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Table  5. — Profit  and  Loss  Account  of  the  Steam  Flour  Mills  for  the 
j)r  6  Months  ending  31st  December  19...  qt 


To 


i» 


>> 


t> 


»» 


Stock   of   Wheat,    Flour, 

etc.,  30th  June  19...      .     £4,500    0    0 
Purchases      of      Wheat, 

Flour,  etc. 
Carriage  of  Wheat,  Flour, 

etc.,  inwards 
Discounts  and  Allowances, 

balance  . 
Balance,  being  gross  profit 

carried  forward 


£70,500 


n 


Cost  of  Grinding  and 
Delivery,  viz. — 

Mill  Wages 

Coal  and  Carting 

Repairs  to  Engines  and 
Machinery,  including 
depreciation 

Wagoners'  Wages 

Horsekeep  . 

Wagon  and  Harness 
repairs 

Motor  Wages  and  Ex- 
penses including  de- 
preciation 

Depreciation  of  Horses, 
Wagons,  and  Sacks  . 

Rates,    Taxes,    and    Fire 

Insurance 
Salaries  of  Manager,  Clerks, 

and  Travellers 
Market     and    Travelling 

Expenses 
General  Charges,  Stamps, 

Stationery,  etc. 
Bad  Debts,  Reserve  of  i 

per  cent  on  sales    . 
Balance,  being  net  Profit 

in  6  months  . 


£1,000    0    0 
300    0    0 


200  0  0 

450  0  0 

1,000  0  0 

150  0  0 


300    0  0 

250    0  0 

£3,650    0  0 

250    0  0 

800    0  0 

100    0  0 

100    0  0 

327  10  0 

1,722  10  0 


By  Sales  of  Flour,  etc.   .         .  £65,500    0    0 
, ,   Stock  of  Wheat,  Flour,  etc. 

at  31st  December  19...  .       5,000    0    0 


£70,500     0    0 


By  Balance,  being  gross  profit 

brought  forward    .        .     £6,900    0    0 
„   Profit  on  Pigs  and  Poultry  50    0    0 


£6,950    0    0 


£6,950    0     0 


The  Steam  Flour  Mills'  Balance  Sheet,  31st  December  19... 


Liabilities. 

Sundry  Creditors,  viz. — 
For  Grain   .... 
For  Sundry  Purchases 

£2,500 
Capital 42,050 


£2,000    0    0 
500    0    0 


0 
0 


0 
0 


Assets. 

Sundry  Debtors  .  £25,000    0 

Less    Reserve    for    bad   and 
doubtful  debts  and  sacks 


charged  out     . 

Cash  in  hand  and  at  Bank 
Stock  of  Wheat,  Flour,  etc. 
Plant,  viz. — 

Loose  Plant  and 
utensils        .  £500    0 

Sacks       .        .  1000    0 

Wagons       and 


3,000    0    0 


£22,000  0 
3,000  0 
5,000     0 


0 
0 
0 


Harness 
Horses 
Motor 

Freehold  Mill 
Fixed  Plant  . 


250  0 
500  0 
300  0 


0 
0 

0 
0 
0 


2,550 
6,000 
6,000 


0 
0 
0 


0 
0 
0 


£44,550  0  0 


£44,550  0  0 


O.  Holt  Caldicott. 
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F.O.B. — This  contraction  for  "free  on  board"  means  that  the  goods 
to  which  the  letters  refer  and  at  the  price  quoted  are  placed  on  board  free 
of  all  other  charge  for  so  doing.  The  purchaser  of  goods  incurs  no  risk 
until  they  are  on  board  if  the  goods  are  purchased  "  f.o.b."  Immediately 
the  goods  are  placed  on  board,  they  are  there  at  the  purchaser's  risk  and  he 
is  liable  for  the  freight. 

Folio  means  literally  a  folded  sheet  of  paper,  but  the  expression  is 
now  used  in  book-keeping  to  signify  either  a  single  page  or  two  opposite 
pages  where  these  two  pages  are  used  as  opposite  sides  of  the  same  book. 

The  pages  of  a  journal  are  numbered  or  folioed  in  the  same  way  as  an 
ordinary  book.  A  ledger  is  numbered  upon  each  page  in  the  same  way 
when  the  two  sides  of  the  account  are  contained  in  each  page,  but  where 
the  debtor  side  of  an  account  is  upon  one  page  and  the  credit  side  on 
the  opposite  page,  each  pair  of  pages  has  the  same  number  printed  or 
written  upon  it. 

The  purpose  served  by  having  the  pages  numbered  is  that  in  posting  an 
entry  from  the  book  of  original  entry  the  folio  of  the  page  of  the  book  to 
which  it  is  posted  may  be  inserted  in  the  book  of  original  entry,  and  the 
folio  of  the  page  in  the  book  of  original  entry  inserted  against  the  entry 
which  has  been  posted.  These  entries  can  be  readily  checked  either  from 
the  book  of  original  entry  or  from  the  ledger.  Thus,  in  posting  a  journal 
entry  into  the  ledger,  the  ledger  folio  is  entered  in  the  journal  and  the 
journal  folio  is  entered  in  the  ledger  opposite  the  entry. 

In  posting,  the  folios  should  not  be  filled  up  until  the  entry  is  completed, 
but  it  should  be  filled  up  immediately  the  entry  is  completed,  as  the  posting 
folios  not  only  serve  as  guides  to  the  entries  but  also  indicate  what  entries 
have  been  posted. 

When  a  new  account  is  opened  in  the  ledger  the  name  of  the  account 
should  be  entered  in  the  index  together  with  the  folio  of  the  page  upon 
which  the  account  appears. 

Foreclosure* — Who  may  Foreclose. — A  mortgagee,  or  any  person 
claiming  an  interest  in  the  mortgage  under  him,  can  compel  the  mortgagor, 
after  breach  of  the  condition,  to  elect  either  to  redeem  the  pledge,  or  that 
his  equity  of  redemption  be  extinguished.  It  is  well  settled  that  after  a 
fair  and  reasonable  time  given  to  the  mortgagor  to  discharge  the  debt,  he 
shall  lose,  or  in  other  words  be  foreclosed  his  equity  of  redemption,  so  that 
the  mortgagee's  possession  will  be  converted  into  an  absolute  ownership  as 
against  the  mortgagor  and  all  persons  claiming  under  him.  A  mortgagee 
cannot  be  compelled  to  take  possession,  for  he  would  thereby  subject  him- 
self to  the  account  which  the  Court  will  never  force  on  a  mortgagee ; 
therefore  he  may  bring  his  action  for  foreclosure  without  taking  possession 
{Lord  Penrhyn  v.  Hughes,  5  Ves.  99,  106).  A  power  of  sale,  whether 
express  or  by  virtue  of  the  statute,  does  not  affect  the  right  of  the 
mortgagee  to  foreclose.  A  mortgagee  of  an  equity  of  redemption,  and  an 
equitable  mortgagee,  whose  security  is  an  agreement  for  a  legal  mortgage, 
may  foreclose.  An  equitable  mortgagee,  by  deposit  of  deeds,  with 
or  without  a  memorandum,  is  entitled  to  foreclose  (James  v.  James,  16  Eq. 
153 ;  York  Union  Banking  Co.  v.  Artley,  11  Ch.  D.  205).  Where  there  is 
a  deposit  of  title-deeds,  the  Court,  for  the  purpose  of  enforcing  the 
mortgagee's  remedies,  treats  that  as  an  agreement  to  execute  a  legal 
mortgage,  and  therefore  as  carrying  with  it  all  the  incidents  to  such  a 
mortgage.    In  the  case  of  a  mere  charge  or  lien  the  proper  remedy  is  sale, 
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not  foreclosure  (Jennant  v.  Trenehard,  L.R.  4  Ch.  A.  537,  542).  One  of 
several  joint  mortgagees  may  foreclose,  though  the  others  will  not  concur 
as  co-plaintiffs  (Luke  v.  South  Kensington  Hotel  Co.  11  Ch.  D.  121,  C.A) 
But  where  money  is  advanced  by  several  persons  who  are  entitled  thereto 
in  distinct  shares,  one  of  such  persons  cannot  foreclose  an  aliquot  part  of 
the  estate.  Where  a  mortgage  is  made  to  two  persons  to  secure  a  loan 
made  by  them  in  distinct  portions,  one  of  the  co-mortgagees  may  bring  his 
action  for  foreclosure,  making  the  other  mortgagee  a  defendant,  and  is 
entitled  to  the  usual  decree  of  foreclosure  on  default  in  payment  of  the 
mortgage  debt  in  the  proportions  due  to  the  plaintiff  and  the  defendant 
mortgagees  respectively,  together  with  their  respective  costs  (Davenport  v. 
James,  7  Ha.  249). 

What  mortgaged  Property  may  be  foreclosed. — As  a  general  rule  the 
Court  will  give  the  benefit  of  foreclosure  in  every  case  where  money  is  lent 
on  a  security  of  the  nature  of  a  mortgage.  Mortgagees  of  the  following 
kinds  of  property  have  been  held  entitled  to  foreclosure : — A  mortgagee  of 
an  advowson,  a  mortgagee  of  a  reversionary  interest  in  stock  in  the  public 
funds,  a  mortgagee  of  a  pension,  a  mortgagee  of  a  share  in  a  partnership,  a 
debenture  holder  in  a  joint  stock  company. 

When  the  Right  to  Foreclosure  arises. — Proceedings  for  foreclosure  on  a 
mortgage  security  cannot  be  maintained  until  the  estate  has  become 
forfeited  at  law  by  default  in  payment  on  the  day  appointed.  But  if  the 
principal  is  made  payable  at  a  distant  date,  non-payment  of  interest  in  the 
meantime,  pursuant  to  the  terms  of  the  mortgage,  will  be  a  sufficient 
default  (Oladsyn  v.  Hitchman,  2  Vern.  135).  A  mortgagee  may  bring  an 
action  for  foreclosure  at  any  time  after  the  mortgagor  has  made  default,  in 
the  absence  of  any  stipulation  to  the  contrary.  A  mortgagee  retains  his 
right  to  bring  an  action  for  foreclosure  until  he  is  actually  paid  off,  not- 
withstanding notice  by  the  mortgagor  to  pay  off  the  mortgage,  and  even 
notwithstanding  a  decree  for  redemption,  or  though  he  has  received  part  of 
his  debt,  if  not  fully  paid,  or  even  after  giving  a  receipt  in  full  and  deliver- 
ing the  deeds  to  the  mortgagor  if  securities  taken  in  payment  prove  to  be 
defective  or  insufficient  (Teed  v.  Carruthers,  2  Y.  and  C.C.C.  31).  But  a 
mortgagee  whose  principal  and  interest  has  been  paid  off  is  not  entitled  to 
foreclosure  in  respect  of  a  balance  of  costs  still  remaining  unpaid. 

Parties  to  a  Foreclosure  Action. — The  general  rule  of  the  Court  is,  that 
all  persons  having  an  interest  in  the  mortgage  security,  or  in  the  equity  of 
redemption,  must  be  made  parties  to  an  action  for  foreclosure ;  and  that 
unless  all  such  persons  are  before  the  Court,  there  can  be  no  foreclosure. 
If  there  are  several  mortgagees  who  are  joint  tenants,  or  tenants  in  com- 
mon, of  the  moneys  secured,  they  must  all  be  parties  to  the  foreclosure, 
( Vickers  v.  Gowell,  1  Beav.  529).  And  accordingly,  where  one  of  several 
mortgagees  sues  alone  for  foreclosure,  the  others  must  be  made  defendants. 
As  a  general  rule,  however,  trustees,  executors,  and  administrators  will 
sufficiently  represent  the  persons  beneficially  interested  in  the  trust  or 
estate  either  as  plaintiffs  or  defendants,  and  accordingly  may  bring  actions 
for  foreclosure  without  making  their  beneficiaries  parties.  A  trustee  will 
not  sufficiently  represent  his  cestuis  que  trust  as  defendant  to  a  foreclosure 
action  unless  he  has  funds  in  his  hands  sufficient  to  enable  him  to  redeem ; 
the  reason  being  that  all  persons  must  be  brought  before  the  Court  who 
are  interested  in  the  equity  of  redemption,  and  who  may  be  willing  and 
able  to  redeem.  In  the  case  of  a  sub-mortgagee,  the  original  mortgagee,  or 
his  personal  representatives,  if  he  is  dead,  as  having  a  right  to  redeem  the 
sub-mortgagee,  are  necessary  parties  to  the  suit  of  the  sub-mortgagee  to 
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foreclose  the  original  mortgage  {Hobart  v.  Abbott,  2  P.  Wms.  642).  Although, 
as  a  general  rule,  the  person  seised  of  the  legal  estate  must  be  a  party,  the 
mortgagee  of  an  equitable  interest  in  property  may  foreclose  the  equity  of 
redemption,  leaving  the  legal  title  to  a  third  party,  as  in  the  instance  of 
foreclosure  by  a  second  mortgagee  against  the  mortgagor.  In  mortgages  of 
real  estate,  whether  in  fee  or  for  a  term  of  years,  the  mortgagor,  if  not 
bankrupt,  or  his  heir,  is  an  absolutely  necessary  party  in  a  suit  for  fore- 
closure or  sale ;  also  the  trustee  of  the  mortgagor  to  bar  dower  (Lloyd  v. 
Landor,  5  Madd.  282 ;  Farmer  v.  Curtis,  2  Sim,  466 ;  Horrocks  v.  Ledsam, 
2  Coll.  208).  The  executor  of  the  mortgagor  need  not  generally  be  made  a 
party  where  the  mortgage  is  of  the  fee;  and  it  was  so  held  where  the 
mortgage  was  of  freeholds  for  a  term  of  years  (Bradshaw  v.  Outram,  13 
Ves.  234).  All  judgment  creditors  who  have  perfected  their  judgments 
and  obtained  a  charge  on  the  land  are  necessary  parties. 

Jurisdiction  in  Foreclosure  Actions. — By  the  Judicature  Act  1873 
actions  for  foreclosure  are  assigned  to  the  Chancery  Division  of  the  High 
Court  of  Justice.  By  the  County  Courts  Act  1888,  the  County  Courts 
have  jurisdiction  in  all  actions  for  foreclosure  where  the  mortgage  or  charge 
does  not  exceed  £500  in  amount.  But  the  Act  does  not  in  any  way 
prohibit  or  restrict  a  plaintiff,  whose  charge  is  for  less  than  that  amount 
from  suing  in  the  High  Court. 

In  Ireland  it  has  long  been  the  practice,  instead  of  a  foreclosure,  to 
pray  that  the  estate  may  be  sold  and  the  moneys  applied  in  satisfaction  of 
the  incumbrances,  and  the  surplus  paid  to  the  mortgagor.  If  there  is  a 
deficiency  the  mortgagee  has  his  remedy  for  the  difference,  and  this  prac- 
tice has  been  adopted  in  several  British  colonies.  Where,  therefore,  the 
mortgaged  estate  is  situate  in  Ireland  or  the  Colonies,  and  a  suit  is  instituted 
in  the  English  Courts  by  the  mortgagee,  the  proper  course  is  to  pray 
a  sale. 

Time  allowed  for  Redemption. — To  the  person  entitled  to  the  first  right 
to  redeem,  it  is  the  practice  to  give  six  months  from  the  date  of  the 
certificate,  which  fixes  the  amount  of  the  debt,  and  the  equitable  as  well  as 
the  legal  mortgagor  has  a  right  to  this  time,  whether  the  judgment  be  for 
foreclosure  or  sale.  The  tendency  of  the  Court  is  to  prevent  foreclosure 
suits  continuing  for  years,  with  successive  opportunities  for  redemption 
given  to  the  partiea  Ordinarily  it  gives  one  period  in  the  first  instance 
and  no  more  (Eobson,  Law  of  Mortgages,  vol.  ii.  994). 

J.  E.  R.  Stephens. 

Foreign  Banker. — The  name  " foreign  banker"  is  applied  in 
London  to  bankers  who  deal  in  foreign  bills.  They  are  really  bill  merchants, 
and  buy  and  sell  bills  of  exchange  between  this  country  and  any  other 
country.  They  also  draw  upon  their  correspondents  abroad,  and  their 
correspondents  abroad  draw  upon  them  to  meet  the  business  requirements 
of  merchants  in  this  country  and  abroad. 
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Banking  in  the  United  States 

Historical. — The  early  history  of  banking  in  the  United  States  is  not 
very  pleasant  reading.  Indeed,  if  we  go  back  to  colonial  times,  we  find 
that  the  greatest  stumbling-block  to  the  best  intentioned  government  was 
that  of  the  currency.  From  the  first  issue  of  paper  money  by  the  colony 
of  Massachusetts  in  1690,  a  batch  of  bills  to  pay  the  army  just  returned 
from  a  fruitless  expedition  against  Canada,  nearly  every  colonial  governor  was 
at  variance  with  his  legislature  concerning  paper  money.  Indeed,  it  appears 
that  intolerance  of  restraint  from  the  mother  country  on  this  subject  was  a 
very  sore  point  with  the  colonists,  although  as  one  of  the  causes  which 
finally  led  to  separation  it  has  received  scant  recognition  from  our  own 
historians,  but  has  been  duly  appreciated  by  those  of  America. 

Of  the  earlier  banks  there  are  three  which  still  occupy  prominent 
positions,  viz.  the  Bank  of  North  America,  founded  at  Philadelphia  in  1782  ; 
the  Bank  of  Massachusetts,  founded  at  Boston  1784;  and  the  Bank  of 
New  York,  founded  in  the  same  year  in  the  city  of  that  name.  Their 
charters  do  not  mention  anything  about  the  issue  of  notes,  as  the  right  of 
issue  in  those  days  needed  no  authorisation. 

The  first  "  Bank  of  the  United  States "  was  chartered  in  1791  for  a 
term  of  twenty  years,  with  a  capital  of  $10,000,000.  It  had  a  successful 
career,  during  which  it  rendered  good  service  alike  to  the  Government  and 
the  currency,  but  finally  it  fell  a  victim  to  its  enemies,  mostly  politicians, 
and  a  renewal  of  its  charter  in  1811  was  refused  The  bank  thereupon 
went  into  liquidation,  paying  its  shareholders  about  $430  for  each  $400 
share. 

To  fill  the  void  left  by  the  Bank  of  the  United  States  a  large  number 
of  State  banks  immediately  sprang  up,  but  in  the  dark  days  of  1814  nearly 
all  suspended  payment.  The  war  having  come  to  an  end,  the  question  of 
a  second  Bank  of  the  United  States  was  brought  forward,  and  after  much 
opposition  was  chartered  in  1816  for  a  term  of  twenty  years,  with  a  capital 
of  $35,000,000.  Almost  immediately  it  fell  into  difficulties  through  lending 
largely  on  the  security  of  its  own  shares,  a  banking  practice  which  is 
generally  condemned,  for  if  the  debtors  default  it  is  plain  that  the  bank's 
capital  is  gone. 

By  good  management,  however,  the  second  Bank  of  the  United  States 
retrieved  its  position,  but  nevertheless  at  the  expiry  of  its  charter  it  was 
not  granted  a  renewal,  and  there  is  now  no  "Bank  of  the  United  States." 

It  gradually  sold  its  branches  which  it  could  no  longer  legally  retain, 
and  in  February  1836  started  on  a  new  career  as  the  United  States  Bank 
of  Pennsylvania,  having  been  granted  a  charter  for  thirty  years  by  the 
legislature  of  that  State.    The  commercial  disasters  which  fell  upon  the 
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country  during  the  next  few  years  caused  the  bank,  among  hundreds  of 
others,  to  suspend  in  1837,  again  in  1838,  and  finally  to  close  its  doors  in 
1841.  The  creditors  were  paid  in  full,  both  principal  and  interest,  after 
many  years  of  liquidation,  but  the  shareholders  lost  alL  Nicholas  Biddle, 
the  famous  president  of  the  bank  died,  poor,  discredited,  and  broken- 
hearted in  1844.  Without  doubt  Biddle  was  the  most  remarkable  man  of 
his  time.  At  the  height  of  his  career  his  bank  parlour  might  have  been 
taken  for  the  salon  of  a  potentate,  as  indeed  he  was  of  the  banking  world 
of  America.  Men  ran  after  him,  fawned  upon  him,  until  it  became  quite 
an  open  question  whether  he  or  the  President  of  the  United  States  was 
the  greater  man. 

Mr.  Horace  White  says  in  Money  and  Banking,  1896 : — "  If  it  (the  Bank) 
had  gone  into  peaceful  liquidation  (1836),  like  its  predecessors,  its  share- 
holders would  have  blessed  instead  of  cursing  it,  its  friends  would  have  been 
justified,  and  its  enemies  confounded.  Nicholas  Biddle  would  have  passed 
a  serene  old  age,  and  would  have  been  considered  by  posterity  the  nation's 
greatest  banker.  If  the  bank  had  curtailed  its  capital  to  the  amount  that 
could  be  profitably  used  in  its  new  sphere  and  in  the  changed  conditions 
which  were  coming,  and  had  paid  the  excess  back  to  its  shareholders  while 
it  could,  it  might  be  living  to-day  alongside  the  Bank  of  North  America 
and  the  Girard  Bank,  its  elders  and  its  neighbours.  Pride  would  not 
allow  this  giant  among  banks  to  reduce  its  size  to  correspond  with  its  new 
place  and  belongings.  Mr.  Biddle,  after  filling  so  large  a  space  in  the 
world,  could  not  shrank  to  his  proper  dimensions." 

"The  heterogeneous  state  of  the  currency  in  the  fifties  can  be  best 
learned  from  the  numerous  bank  note  '  reporters '  and  '  counterfeit  detec- 
tors '  of  that  period.  It  was  the  aim  of  these  publications  to  give  early 
and  correct  information  to  enable  the  public  to  detect  spurious  and  worth- 
less bank  notes,  which  were  of  various  kinds.  Disputes  between  payer 
and  payee  as  to  the  goodness  of  bank  notes  were  of  frequent  occurrence  at 
that  time,  ranging  over  the  whole  gamut — whether  the  issuing  bank  was 
sound  or  unsound,  whether  the  note  was  genuine  or  counterfeit,  and  if  sound 
and  genuine  whether  the  discount  (depreciation  of  the  note)  was  within 
reasonable  limits. 

"  All  merchants  kept  Bank  Note  Reporters  for  ready  reference.  These 
manifold  evils  were  chiefly  due  to  want  of  uniformity  and  of  public  regulation. 
Want  of  uniformity  opened  the  door  to  the  5400  counterfeit  and  spurious 
notes  catalogued  at  one  time.  When  the  national  banking  law  went  into 
full  effect  the  Bank  Note  Reporters  ceased  publication.  There  was  no  longer 
a  demand  for  them,  because  the  evils  which  they  were  intended  to  guard 
against  had  for  the  most  part  disappeared." 

Modern  Banking. — According  to  the  returns  for  1902,  the  banking 
system  of  the  United  States  is  composed  of  417  Loan  and  Trust  Com- 
panies, 1039  Private  Banks,  1036  Savings  Banks,  5397  State  Banks,  and 
4601  National  Banks. 

The  Loan  and  Trust  Companies  are  the  product  of  the  modern  specu- 
lative spirit,  and  like  the  various  syndicates  which  have  grown  up,  are 
prepared  on  terms  to  undertake  finance  from  which  a  city  banker  would 
stand  aghast.  These  trusts  are  a  source  of  great  uneasiness  to  the  New 
York  banking  world. 

The  Private  Banks,  as  their  title  indicates,  are  ordinary  private  part- 
nerships formed  for  practising  the  usual  legitimate  functions  of  ordinary 
banking ;  they  are  mostly  small  institutions. 

The  Savings  Banks  have  been  established  for  a  great  many  years,  and 
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occupy  a  much  more  prominent  position,  and  perform  much  more  valuable 
services  than  the  savings  banks  of  the  United  Kingdom.  Their  object  is 
to  encourage  thrift  among  and  to  help  the  poorer  classes.  The  very  smallest 
sums  are  received;  some  banks  even  accept  deposits  of  10  cents,  others 
fix  the  minimum  at  $1.  Interest  begins  to  accrue  at  $5,  and  with 
between  four  and  five  millions  of  depositors,  it  will  be  readily  understood 
that  the  total  deposits  are  very  large,  amounting  in  fact  to  $2,650,000,000, 
the  figures  for  State  Banks  at  the  same  date  being  $1,698,000,000. 
The  Savings  Banks  lend  money  to  State  governments  and  municipal 
corporations. 

The  banks  of  different  States  are,  of  course,  subject  to  different  regula- 
tions. The  following  particulars  apply  to  the  Savings  Banks  of  the  State  of 
New  York. 

(a)  Any  thirteen  or  more  persons  may  organise  a  bank.  There  is  of 
course  no  share  capital  The  depositors  are  the  shareholders,  and  their 
deposits  form  the  capital ;  the  profits  therefore  belong  to  them. 

(6)  The  bank  is  governed  by  a  board  of  trustees,  who  must  meet  at 
least  once  a  month,  and  are  not  permitted  to  receive  salaries,  but  those 
trustees  who  may  be  appointed  officers,  and  therefore  compelled  to  render 
regular  attendance  and  service,  may  be  remunerated  accordingly,  but  are 
not  allowed  to  vote. 

(c)  Investments  are  permitted  in  municipal  and  State  bonds,  and  in 
real  property  to  the  extent  of  65  per  cent  of  the  deposits.  Not  more  than 
10  per  cent  of  the  deposits  may  be  kept  uninvested. 

(d)  The  trustees  are  prohibited  from  lending  on  notes,  bills,  or  other 
personal  security. 

(e)  The  issue  of  deposit  securities  payable  on  demand  is  prohibited. 
Buns  are  thereby  guarded  against. 

(/)  The  rate  of  interest  allowed  must  not  exceed  5  per  cent. 

(g)  At  least  half-yearly  reports  must  be  rendered  to  the  State  authori- 
ties, and  if  two  consecutive  half-yearly  reports  be  omitted  the  bank  forfeits 
its  charter  and  is  wound  up. 

In  some  places  the  Savings  Bank  is  conducted  under  the  same  roof 
and  management  as  the  State  Bank  or  the  National  Bank,  but  for  this 
arrangement  there  would  be  no  Savings  Bank  in  the  town,  and  the  inhabit- 
ants would  not  be  able  to  enjoy  the  facilities  and  benefits  offered  by  these 
institutions. 

As  stores  of  capital  the  Savings  Banks  are  a  great  social  force ;  public 
improvements  are  effected,  and  public  needs  satisfied  without  calling  upon 
the  ordinary  banking  capital  of  the  nation. 

The  safety  of  the  banks  attracts  a  class  of  persons  for  whom  they  were 
not  primarily  intended,  who  frequently  deposit  large  sums. 

The  State  Banks  are  the  oldest  banka  They  are  not  Government 
institutions,  as  their  name  might  suggest,  but  simply  banks  which  are 
organised  under  the  special  banking  laws  of  the  individual  State  in  which 
they  may  be  domiciled.  These  laws  differ  considerably  in  different  parts 
of  the  Union,  thus — 

Four  States  require  no  reports  from  banks  organised  under  their  laws. 

Six  States  require  one  report  annually. 

Thirty  States  require  reports  to  be  published  in  the  local  press. 

Fourteen  States  prohibit  note  issues;  several  have  no  law  upon  the 
subject. 

Twelve  States  make  no  provision  for  inspection  by  State  officials. 

Seven  States  have  no  restrictions  on  bank  loans. 


FOREIGN  BANKING  57 

Twenty-four  States  lay  down  no  requirements  for  the  provision  of  a 
cash  reserve. 

Most  of  these  banks  are  small,  having  a  capital  of  $50,000  or  less,  but 
they  supply  a  real  want  in  the  smaller  towns.  State  legislation  cannot 
compare  with  the  national  system  as  regards  a  sound  and  intelligent 
appreciation  of  the  great  principles  involved  in  safe  banking. 

The  National  Banks  were  called  into  existence  by  the  Act  of  1863 
on  account  of  the  exigencies  of  the  Civil  War.  The  majority  of  the  State 
Banks  were  established  upon  very  insecure  foundations,  and  such  was  the 
distrust  engendered  by  them  that  great  opposition  began  to  be  manifested 
to  the  existence  of  any  banks  of  issue  at  all.  In  order  to  carry  on  the 
war  it  was  necessary  to  find  a  market  for  United  States  bonds.  Specie 
payments  had  already  been  suspended,  and  large  issues  of  legal  tender 
notes  (sometimes  called  United  States  notes  and  "  greenbacks  ")  were  made. 
These  issues  were  regarded  as  a  temporary,  but  unavoidable  measure,  and 
the  establishment  of  the  national  banking  system  was  intended  to  be  the 
agency  by  which  the  sole  paper  issue  of  the  nation  was  to  be  regulated  in 
future.  The  National  Bank  note  was  designed  to  take  the  place  of  the 
greenback  as  soon  as  the  latter  should  be  paid,  and  an  early  return  to 
specie  payments  was  confidently  looked  forward  to.  But,  according  to 
Mr.  John  Jay  Knox,  late  Comptroller  of  the  Currency,  History  of  Banking 
in  the  United  States,  "  the  National  Bank  note  never  was  substituted  for 
the  legal  tender  note,  and  great  as  has  been  the  benefit  conferred  on  the 
country  by  national  banks,  this  benefit  is  not  that  which  was  intended. 
The  legal  tender  note  has  risen  up  and  strangled  the  National  Bank  note 
at  every  turn,  has  prevented  the  development  of  the  system,  and  has,  by 
encouraging  the  issue  of  other  forms  of  Government  paper,  left  no  field  for 
an  elastic  bank  currency.  The  triumph  of  the  legal  tender  note  might, 
however,  have  been  expected.  It  is  only  another  instance  of  the  Gresham 
law,  the  worse  currency  driving  out  the  better." 

The  original  Act  of  1863  has  been  amended  from  time  to  time,  the 
latest  changes  being  those  made  by  the  Currency  Act  of  1900.  The  following 
may  be  taken  as  the  substance  of  the  regulations  which  govern  the  national 
system  at  the  present  time. 

1.  The  Comptroller  of  the  Currency  is  the  officer  who  presides  over  that 
branch  of  the  Treasury  which  has  charge  of  all  matters  concerning 
National  Banks. 

2.  Any  five  or  more  persons  may  form  an  association  for  the  purpose 
of  carrying  on  the  business  of  a  bank ;  but  the  Comptroller  of  the  Cur- 
rency must  grant  his  certificate  (equivalent  to  a  charter)  before  business 
can  be  commenced.  The  certificate  runs  for  twenty  years,  and  may  then 
be  renewed  for  twenty  years.  The  Comptroller  may  refuse  his  certificate 
without  assigning  any  reason. 

3.  If  the  population  of  a  town  does  not  exceed  3000  a  bank  may  be 
opened  with  a  capital  of  not  less  than  $25,000.  If  the  population  is 
between  3000  and  6000,  the  capital  must  not  be  less  than  $50,000.  If  the 
population  numbers  between  6000  and  50,000,  the  capital  must  be  at  least 
$100,000.  If  the  population  exceeds  50,000,  the  capital  must  not  be  less 
than  $200,000.  One-half  of  the  capital  must  be  paid  up  before  the  doors  of 
the  bank  can  be  opened,  and  the  remainder  must  be  paid  in  not  less  than 
monthly  instalments  of  10  per  cent. 

4.  Banks  may  not  lend  on  real  estate  (State  banks  may,)  but  they  may 
secure  previous  bona  fide  loans  by  taking  mortgages  on  real  estate. 

The  reason  for  this  regulation  is  that  real  property  is  not  a  good 
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banking  security.  A  noted  authority  has  said  that  anybody  might  conduct 
a  bank  if  he  would  only  learn  the  difference  between  a  mortgage  and  a  bill 
of  exchange.     First  class  bills  are  the  banker's  security  par  excellence. 

5.  Banks  are  limited  to  the  following  functions;  the  discounting  of 
promissory  notes,  bills,  drafts,  and  other  evidences  of  debt;  receiving 
deposits;  dealing  in  exchange,  coin,  and  bullion;  lending  on  personal 
security,  and  the  issue  of  bank  notes. 

6.  After  fully  paying  up  their  shares  shareholders  are  liable  for  the 
debts  of  the  bank  to  a  further  equal  amount.  No  bank  is  permitted  to 
establish  branches. 

7.  The  Secretary  of  the  Treasury  may  deposit  public  money  in  a  bank 
if  the  bank  gives  satisfactory  security  by  the  deposit  of  United  States  bonds 
"and  otherwise."  The  last  two  words  are  important.  United  States 
bonds  may  not  be  available,  then  good  municipal  bonds  may  be  substituted, 
and  failing  these  the  personal  bonds  of  the  officers  of  the  bank.  The 
Secretary  of  the  Treasury  may  thus  exercise  a  very  wide  discretion  in  case 
of  need.  The  most  important  regulations  of  the  whole  system  now  follow ; 
they  are  the  source  of  all  the  troubles  of  the  United  States  commercial 
world  with  respect  to  the  scarcity  of  money  which  is  acutely  felt  at 
regularly  recurring  periods. 

8.  Banks  having  a  capital  exceeding  $150,000  must  deposit  in  the 
United  States  Treasury  registered  interest  bearing  bonds  to  an  amount  not 
less  than  $50,000. 

Banks  having  a  less  capital  than  $150,000  must  deposit  bonds  equal  to 
25  per  cent  of  their  capital.  Each  bank  may  then  receive  circulating  notes 
known  as  National  Bank  notes  to  the  amount  of  the  market  value  of  the 
bonds  deposited,  but  the  market  value  must  not  exceed  the  par  value.  At 
present  the  bonds  are  at  a  high  premium,  therefore  the  amount  of  notes  in 
circulation  is  in  all  cases  governed  by  the  face  value  of  the  bonds.  Of 
course  the  banks  collect  the  interest  on  the  bonds  which  remain  their  own 
property  although  in  the  possession  of  the  Government. 

The  notes  when  received  are  in  blank,  merely  certifying  the  fact  that 
the  security  for  them  is  in  the  hands  of  the  Treasury ;  when  signed  by  the 
officers  of  the  bank  they  become  promises  to  pay  on  demand,  and  may  then 
be  issued  to  the  public. 

Banks  are  not  compelled  to  issue  notes,  and  many  of  them  do  not, 
although  they  are  compelled  to  deposit  a  portion  of  their  capital  with  the 
Treasury. 

There  is  a  tax  of  one-half  per  cent  upon  the  circulation  of  National 
Banks,  and  of  10  per  cent  upon  the  circulation  of  State  and  Private  Banks. 
This,  as  was  intended,  has  effectually  extinguished  the  issue  of  notes  of  all 
institutions  other  than  the  National  Banks.  Notes  for  less  than  $5  may 
not  be  issued,  and  not  more  than  one-third  of  those  issued  may  be  of  $5. 
The  total  amount  issued  by  any  bank  cannot  exceed  the  paid-up  capital 

The  notes  are  receivable  at  par  for  all  dues  to  the  United  States  except 
duties  on  imports,  and  are  payable  for  all  debts  owing  by  the  Government 
within  the  United  States,  except  interest  on  the  public  debt  and  in  redemp- 
tion of  the  national  currency.  Every  bank  must  receive  the  notes  of  every 
other  bank  at  par  in  payment  of  any  debt  due  to  itself;  but  they  are  not 
"  legal  tender  "  as  between  individuals. 

9.  Redemption. — Each  bank  must  deposit  with  the  Treasury  of  the 
United  States  "  lawful  money  "  (specie,  or  legal  tender  notes — greenbacks) 
to  the  amount  of  5  per  cent  of  its  circulation  as  a  fund  for  redeeming  the 
same,  but  this  does  not  cancel  the  obligation  of  paying  on  demand  across 
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the  counter.  In  case  of  default  by  any  bank  the  Comptroller  must  declare 
the  security  forfeit,  and  give  notice  to  note-holders  to  present  their  notes  at 
the  Treasury  for  payment  in  lawful  money  of  the  United  States.  Any  gain 
from  lost  or  destroyed  notes  goes  to  the  Government. 

Thus  the  Government  guarantees  the  note-holder  because  it  is  itself  a 
debtor  of  the  bank.  It  promises  to  pay  the  note-holder  who  is  a  creditor 
of  the  bank  instead  of  the  bank  itself.  In  practice  the  note  is  as  good  after 
the  bank  has  failed  as  before,  and  continues  on  its  course  until  it  finds  its 
way  to  the  redemption  bureau. 

10.  One-tenth  of  the  net  profits  of  a  bank  must  be  carried  to  the  surplus 
fund  until  it  is  equal  to  20  per  cent  of  the  capital.  Banks  must  not  lend 
more  than  one-tenth  of  their  capital  to  any  one  person  or  corporation,  nor 
may  they  lend  upon  security  of  their  own  shares.  National  Banks  may 
not  certify  a  cheque  for  a  customer  for  more  than  stands  to  his  credit  at 
the  time.  (State  Banks  may  over-certify.)  Each  bank  must  report  to  the 
Comptroller  not  less  than  five  times  a  year  in  addition  to  special  reports 
which  may  be  called  for  at  any  time.  The  Comptroller  is  empowered  to 
appoint  examiners  to  make  a  thorough  examination  into  the  affairs  of  any 
bank. 

11.  Heserves. — We  may  consider  the  National  Banks  as  being  situated 
in  towns  or  cities  of  three  descriptions,  viz. : — 

(a)  Ordinary  towns  or  cities. 

(ft)  Keserve  cities,  viz.  Boston,  Albany,  New  York,  Brooklyn,  Phila- 
delphia, Pittsburg,  Baltimore,  Washington,  New  Orleans,  Louisville, 
Cincinnati,  Cleveland,  Detroit,  Indianapolis,  Chicago,  Milwaukee,  St.  Paul, 
Minneapolis,  St.  Louis,  Kansas  City,  St.  Joseph,  Omaha,  San  Francisco, 
Savannah,  Houston,  Des  Moines,  Lincoln,  and  Portland.  Any  city  of 
50,000  inhabitants  can  be  made  a  reserve  city,  upon  application  by  three- 
fourths  of  the  National  Banks  established  therein. 

(c)  Central  reserve  cities,  viz.  New  York,  Chicago,  and  St.  Louis.  A 
city  of  200,000  inhabitants  may  be  made  a  central  reserve  city  upon 
application  by  three-fourths  of  the  National  Banks  established  therein. 

National  Banks  situated  in  ordinary  towns  (a)  must  keep  a  reserve 
equal  to  15  per  cent  of  their  deposits.  Banks  situated  in  reserve  cities  (ft) 
and  (c)  must  keep  a  reserve  equal  to  25  per  cent  of  their  deposits.  The 
reserve  must  in  every  case  be  "  lawful  money "  of  the  United  States,  in 
other  words,  specie  or  legal  tender  notes — greenbacks.  Clearing  House 
certificates  representing  lawful  money,  and  the  cash  reserve  of  5  per  cent, 
which  every  bank  must  deposit  with  the  Treasury  for  redemption  of 
circulation,  may  be  also  counted  as  part  of  the  reserve  against  deposits.  A 
bank  in  a  reserve  city  may  keep  one-half  of  its  reserve  in  the  form  of  cash 
deposits  in  approved  banks  in  a  central  reserve  city.  Similarly  a  bank 
outside  the  reserve  cities  may  keep  three-fifths  of  its  reserve  on  deposit  in 
certain  approved  banks  in  those  cities. 

It  is  a  long-standing  practice  of  these  "  reserve  "  banks  to  invite  deposits 
from  country  banks  by  offering  interest  thereon.  It  can  be  well  understood 
that  this  opportunity  of  converting  a  profitless  reserve  into  an  interest 
bearing  item,  which  still  counts  as  a  reserve,  is  eagerly  accepted.  Thus 
there  is  a  constant  transfer  of  funds  chiefly  to  New  York,  the  banking 
metropolis  of  the  country.  The  Bank  of  England  holds  the  reserves  of  all 
the  banks  in  the  United  Kingdom,  and  the  "  Associated  Banks  of  New 
York  "  evidently  occupy  a  similar  position  towards  all  the  other  banks  of 
the  Union  as  the  chief  depository  of  their  reserves,  the  advantages  and 
disadvantages  of  concentration  being  the  same  in  both  cases. 
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Certain  penalties  are  provided  for  the  breach  of  reserve  regulations ; 
thus,  when  the  reserve  of  any  bank  falls  below  its  legal  limit  it  must  be 
made  good  within  30  days,  or  a  receiver  may  be  appointed  to  wind  up  the 
affairs  of  the  bank,  but  the  Comptroller  always  uses  this  power  with  the 
greatest  moderation.  Again,  until  the  reserve  is  restored  the  bank  may 
not  increase  its  liabilities  by  granting  any  new  loans  or  discounts,  except 
by  the  purchase  of  sight  bills,  nor  may  it  declare  any  dividend.  Here  we 
have  a  hard  and  fast  line  which  may  not  be  passed,  admirably  calculated  to 
increase  any  panic  that  may  arise  when  money  is  gradually  getting 
"  tighter  "  on  account  of  the  surplus  reserve  gradually  dwindling  down  to 
the  statutory  limit,  and  "  no  more  loans  "  becomes  the  order  of  the  day. 

12.  Combined  Reserves. — In  the  management  of  every  bank  reserve 
there  is  a  variety  of  conflicting  interests.  To  avoid  keeping  idle  cash 
investments  in  securities  must  be  made,  but  the  reserve  must  also  be  strong 
enough  to  inspire  confidence  in  the  public.  On  the  approach  of  a  time  of 
trouble  self-preservation  prompts  a  contraction  of  loans  and  refusal  of 
discounts,  when  everybody  agrees  that  a  liberal  increase  of  accommodation 
is  the  best  means  calculated  to  allay  the  threatened  danger.  In  the  case  of 
a  single  bank  of  vastly  preponderating  influence,  as  the  Bank  of  England 
for  example,  a  panic  is  much  more  easily  controlled  than  in  the  case  where 
there  are  several  banks  of  equal  influence  standing  side  by  side.  The  great 
difliculty  is  to  get  all  to  act  together  for  the  common  good.  There  is 
always  the  contingency  to  be  reckoned  with  that  the  timid  ones  will  pursue 
a  selfish  course  by  reducing  loans  and  increasing  reserves,  and  leaving 
others  to  bear  the  heat  and  burden  of  satisfying  public  demands. 

During  the  panic  of  November  1860  in  New  York  the  banks  of  that 
city  invented  and  carried  to  a  successful  issue  a  plan  of  much  merit.  It 
has  been  tested  several  times  since,  and  by  other  cities,  with  equal  success, 
although  it  failed  in  September  1873  principally  through  tardy  action.  In 
order  to  secure  unity  of  action  the  Clearing  House  Association  was  made 
the  agent  for  carrying  out  the  idea.  The  banks  were  already  united  through 
this  institution,  and  no  bank  would  willingly  allow  itself  to  be  excluded 
from  it.  Accordingly  the  banks  agreed  that,  in  order  to  grant  the  usual 
accommodation  to  the  public,  the  specie  reserves  held  by  them  should  be 
formed  into  a  common  fund,  and  if  necessary  should  be  equalised  among 
the  banks  by  levies  made  upon  the  stronger  for  the  benefit  of  the  weaker. 
For  settling  purposes  a  committee  was  appointed  with  power  to  issue 
certificates  of  deposit  to  any  bank  placing  with  them  satisfactory  security 
in  the  shape  of  stocks,  bonds,  or  bills ;  and  these  certificates  were  to  be 
received  in  payment  by  creditor  banka  The  effect  of  this  arrangement  was 
that  if  any  bank  experienced  a  disproportionate  demand  for  specie  it  was 
supported  by  the  whole  of  the  central  fund,  while  its  debts  to  other  banks 
could  be  discharged  by  pledging  its  securities.  No  bank  had  now  any 
interest  in  accumulating  and  hoarding  specie,  since  it  would  be  held  at  the 
disposal  of  all  as  occasion  required.  The  scheme  is  nothing  more  than  a 
vast  consolidation  for  mutual  defence  and  support,  and  is  usually  called  into 
operation  when  accepted  by  three-fourths  of  the  banks  in  the  association. 
In  December  1895  when  the  Venezuela  boundary  affair  caused  a  serious 
outflow  of  gold  to  Europe,  arrangements  were  made  in  New  York,  Boston, 
and  Philadelphia  for  the  issue  of  Clearing  House  certificates  if  necessity 
arose. 

The  Silver  Question. — The  silver  dollar  as  a  legal  tender  coin  was 
abolished  by  Act  of  Congress  in  1873  after  due  discussion  and  deliberation. 
The  production  of  silver  in  the  United  States  has  increased  very  much  since 
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that  date,  but  with  the  adoption  of  a  gold  standard  by  all  the  leading 
nations  in  recent  years  the  market  for  the  white  metal  has  become 
correspondingly  restricted.  The  silver  party  in  the  United  States 
accordingly  grew  very  clamorous  for  the  reinstatement  of  the  silver  dollar 
— "  the  dollar  of  the  fathers  "—on  equal  terms  with  the  gold  dollar.  The 
Congress  of  1876  was  elected  to  carry  out  this  idea,  and  the  result  was  seen 
in  the  Bland-Allison  Bill  of  1878.  This  measure  directed  the  Government 
to  purchase  not  less  than  $2,000,000,  nor  more  than  $4,000,000  worth  of 
silver  bullion  monthly,  and  coin  it  into  silver  dollars  of  full  legal  tender. 
No  less  than  $378,166,793  were  coined,  of  which  about  $57,000,000  entered 
into  circulation,  the  remainder  being  deposited  in  the  Treasury  by  their 
owners,  who  received  "  Silver  Certificates  "  for  them  (redeemable  in  silver) 
receivable  for  all  public  dues,  but  not  legal  tender.  In  1886,  1890,  and 
1892  it  was  attempted  to  establish  the  "  free  coinage  "  of  silver,  but  un- 
successfully. Stimulated  by  these  public  purchases  the  production  of  silver 
went  on  increasing  until  the  output  amounted  to  about  4£  million  ounces 
monthly.  The  owners  of  silver  mines  and  their  friends  were  not  slow  to 
see  the  advantages  that  would  accrue  to  them  if  the  Government  could  be 
induced  to  take  the  whole  quantity  off  their  hands  regularly.  The  Sherman 
Act  of  1890  was  passed,  and  the  Government  became  the  purchaser  of 
4|  million  ounces  of  silver  bullion  monthly.  Silver  dollars  which  nobody 
wanted  were  to  be  coined  at  the  rate  of  2,000,000  ounces  monthly  until 
July  1891,  when  it  was  provided  that  coinage  should  cease  and  the  bullion 
be  stored  in  the  Treasury.  It  was  ordered  that  the  metal  purchased  under 
this  Act  was  to  be  paid  for  with  Treasury  notes  which  were  to  be  redeemed 
on  demand  either  in  silver  or  gold  coin  at  the  discretion  of  the  Secretary  of 
the  Treasury,  the  object  being  to  maintain  parity  between  the  silver  and 
the  gold  dollar,  really  for  the  first  time  in  American  history.  The  Treasury 
notes  were  declared  to  be  legal  tender  in  payment  of  all  debts,  public  or 
private,  except  where  otherwise  expressly  stipulated  in  the  contract.  On 
the  closure  of  the  Indian  Mint  to  silver  in  1893  the  Sherman  Act  was 
immediately  repealed,  but  not  till  168,000,000  ounces  of  superfluous  silver 
had  been  purchased. 

United  States  Currency. — This  is  of  a  very  diverse  character  and 
consists  of — 

1.  Gold  Dollars.— The  Act  of  14th  March  1900  says, "  The  dollar  of 
25*8  grains  of  gold  -&  fine  shall  be  the  standard  unit  of  value,  and  all  forms 
of  money  issued  or  coined  by  the  United  States  shall  be  maintained  at  a 
parity  of  value  with  this  standard."  The  sovereign  contains  123*27447 
grains  of  gold  \\  fine.  The  Mint  par  between  the  United  States  and  the 
United  Kingdom  is  thus  Xl  =  $4*86f  or  $1=49^  pence. 

2.  Silver  Dollars. — The  silver  dollar  contains  412£  grains  of  silver  & 
fine,  and  with  silver  at  two  shillings  per  ounce  is  worth  about  Is.  8d.  They 
are  legal  tender  to  any  amount. 

3.  Oold  Certificates. — Issued  by  the  Treasury  against  deposits  of  gold 
coin.  They  are  mostly  of  large  denominations,  none  under  $20,  and  are 
chiefly  used  by  bankers. 

4  Silver  Certificates. — Issued  against  deposits  of  silver  coin  under  the 
Act  of  1878,  and  redeemable  in  silver  dollars.  In  order  to  encourage  their 
use  they  are  now  issued  for  sums  of  $10  and  under.  They  are  receivable 
for  all  public  dues,  but  are  not  legal  tender. 

5.  Treasury  Notes. — Issued  in  payment  of  the  silver  purchases  under 
the  Sherman  Act  of  1890.  They  are  legal  tender  for  all  debts,  both  public 
and  private,  except  where  otherwise  agreed  upon.     They  are  redeemable  in 
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gold  or  silver,  but  practically  the  Government  binds  itself  to  pay  gold  if 
required. 

6.  United  States  Notes,  or  Legal  Tender  Notes,  or  "  Greenbacks." — Issued 
by  the  Treasury  in  1862-63.  Their  amount  is  limited  to  8346,681,016. 
They  are  secured  by  a  special  gold  reserve  of  $150,000,000,  and  are  legal 
tender  to  any  amount  like  the  Bank  of  England  note,  they  are  re- 
deemable in  gold  on  demand  at  the  Treasury,  or  any  sub-treasury  of  the 
United  States. 

7.  National  Bank  Notes. — Issued  by  the  National  Banks,  and  secured 
by  a  deposit  of  United  States  bonds  with  the  Treasury.  They  are 
redeemable  at  the  various  banks  in  either  greenbacks  or  gold,  therefore 
although  they  have  never  been  legal  tender  as  between  individuals  they 
are  as  good  as  gold. 

Although  the  various  classes  of  currency  enumerated  above  have  been 
issued  under  more  or  less  varied  conditions  and  limitations,  they  are  all  as 
good  as  gold  in  the  United  States,  but  the  banking  student  will  bear  in 
mind  that  for  international  purposes  silver  dollars  and  their  paper  repre- 
sentatives are  useless ;  gold  is  the  only  standard. 

Modern  Conditions. — The  commercial  history  of  the  United  States 
shows  that  from  the  earliest  colonial  times,  when  wampum  beads  and 
tobacco  certificates  were  "lawful  money,"  down  to  the  present  moment 
there  has  been  one  continuous  struggle  for  a  sufficient  and  self-regulating 
currency,  and  the  struggle  must  under  present  conditions  go  on.  The 
American  people  have  always  shown  a  decided  preference  for  paper  money. 
The  issue  of  greenbacks  is  strictly  limited  and  cannot  be  increased, 
therefore  it  is  to  the  National  Banks  and  the  National  Bank  note  that  the 
commercial  world  must  turn  for  relief.  National  Bank  notes  can  only  be 
obtained  by  depositing  United  States  bonds,  representing  the  national 
debt,  and  if  the  price  of  these  bonds  stands  at  a  high  premium,  it  is 
difficult  to  see  the  advantage  of  depositing  a  $140  bond  in  order  to  be 
allowed  to  circulate  $100  in  notes.  The  Currency  Act  of  1900  sought  to 
rectify  this  incongruity,  and  provided  that  certain  outstanding  bonds,  all 
redeemable  before  1909,  might  be  converted  into  2  per  cents  which  should 
not  be  redeemable  for  thirty  years.  Other  steps  were  also  taken,  and  the 
circulation  of  National  notes  was  raised  considerably,  amounting  to  a  total 
of  over  $324,000,000  at  the  end  of  1902.  On  account  of  the  low  interest, 
together  with  the  tax  of  one-half  per  cent,  it  is  not  surprising  that  banks 
are  not  particularly  anxious  to  keep  up  a  large  circulation.  Again, 
the  demand  for  notes  varies  with  the  condition  of  trade.  But  if  a 
bank  takes  out  extra  circulation  in  the  busy  portion  of  the  year,  when 
money  is  in  request,  it  cannot  retire  its  surplus  at  will  when  the  dull 
season  comes.  The  law  provides  that  only  an  aggregate  of  $3,000,000  may 
be  retired  monthly,  this  being  effected  by  depositing  lawful  money  to  an 
equal  amount  in  the  Treasury.  In  times  of  great  prosperity,  when 
currency  is  urgently  needed,  bonds  are  often  unpurchasable.  Either  the 
price  is  prohibitive  or  they  are  simply  not  to  be  obtained.  The  bulk  of 
United  States  bonds  is  held  by  insurance  companies,  trust  companies, 
State  banks,  trustees,  and  private  persons,  who  have  made  permanent 
investments  therein  and  do  not  wish  to  realise.  Thus  the  currency  is 
rendered  decidedly  inelastic.  During  the  stringency  of  the  autumn  of 
1902  the  Secretary  of  the  Treasury  actually  circularised  the  principal 
New  York  banks  to  get  them  to  take  out  more  circulation.  Bonds  were 
even  begged  and  borrowed  for  deposit  with  the  Treasury,  and  bonds  of 
first-class  municipalities  were  likewise  accepted  (with  a  good  margin),  so 
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necessary  had  it  become  to  do  something  for  the  relief  of  the  money 
market. 

The  United  States  Government  does  not  keep  a  banker,  but  all  taxes 
and  duties  are  paid  into  the  Treasury  direct,  and  there  they  remain,  as 
useless  to  the  commercial  world  as  if  they  had  been  sunk  at  the  bottom  of 
the  sea.  While  on  their  way  the  Secretary  has  power  to  deposit  them  in 
certain  banks,  but  once  the  money  actually  reaches  the  Treasury  it  is  a 
most  difficult  matter  to  get  it  out.  The  Secretary  has  then  no  power  to 
grant  loans  or  transfer  funds  to  a  bank.  Customs  duties  on  imports  are 
payable  in  legal  tender,  and  must  be  paid  into  the  Treasury  or  various 
sub- treasuries  direct.  It  can  well  be  imagined  what  an  amount  of  cash  is 
thus  withdrawn  from  the  market  .by  the  port  of  New  York  alone.  In  the 
first  quarter  of  1900  no  less  than  84*5  per  cent  were  paid  in  gold.  In  the 
case  of  our  own  fiscal  system  the  taxes  stream  into  the  Bank  of  England 
for  the  Government  account,  and  are  returned  into  the  channels  of  trade  in 
an  equally  brisk  stream.  This  can  be  done  because  the  Bank  of  England 
is  the  Government  banker,  and  your  banker  will  do  just  as  he  pleases  with 
your  money  once  it  is  deposited  with  him.  The  only  methods  by  which 
money  can  be  got  out  of  the  United  States  Treasury  are  as  follows : — 

1.  By  defraying  ordinary  expenditure. 

2.  By  prepayment  of  interest  on  bonds,  at  a  rebate. 

3.  By  purchasing  bonds,  that  is,  paying  off  a  portion  of  the  national 
debt. 

When  it  becomes  known  that  the  Secretary  of  the  Treasury  is  a 
purchaser,  it  is  at  once  surmised  that  he  is  practically  compelled  to  buy  in 
order  to  relieve  his  bursting  coffers.  The  price  is  accordingly  put  up 
against  him,  and  possibly  he  cannot  obtain  bonds  at  all.  But  in  any  case 
the  purchase  of  bonds  must  reduce  the  amount  available  as  security  for 
National  notes,  and  an  inquisitive  person  might  ask  what  would  happen  if 
the  national  debt  could  be  paid  off  suddenly  ?  Well,  there  would  be  an 
end  of  National  Bank  notes,  and  as  time  is  the  one  certain  element 
governing  the  life  of  the  national  debt,  so  surely  will  its  lapse  bring  the 
present  note  system  to  an  end — if  nothing  be  done ;  but,  of  course,  before 
thirty  years  run  off  some  more  tinkering  will  be  done,  but  no  amount  of 
tinkering  at  the  present  system  can  render  it  permanent  and  self-regulating. 
Moreover,  if  the  present  system  is  continued,  then  it  appears  that  in 
order  to  provide  a  currency,  and  an  unsatisfactory  one  too,  the  people  of 
the  United  States  are  to  be  compelled  to  go  on  paying  interest  upon  a 
national  debt  which  they  could  easily  extinguish. 

It  sounds  very  strange,  but  it  is  nevertheless  true,  that  if  a  bank 
manager  went  to  the  Treasury  with  "  a  king's  ransom  "  in  gold  as  security, 
he  would  not  be  granted  a  single  $5  note.  We  must  not,  however, 
conclude  that  there  is  no  market  for  gold  in  the  United  States ;  on  the 
contrary,  gold  bullion  is  received  at  any  mint  or  assay  office,  and  is  paid 
for  within  two  days  at  the  rate  of  $20*67  per  fine  (pure)  ounce.  As  a 
matter  of  fact  the  Treasury  holds  the  real  gold  reserve  of  the  country,  and 
whenever  any  large  quantity  is  required,  no  matter  for  what  purpose,  it  is 
the  Treasury  which  supplies  it. 

The  strain  upon  the  Associated  Banks  of  New  York  always  comes  in 
autumn.  The  reason  is  not  far  to  seek,  and  is  found  in  "  the  moving  of 
the  crops."  The  reaping  of  the  wheat  fields  of  the  north  and  west,  and  the 
ingathering  of  the  cotton  of  the  south,  alike  demand  money  and  plenty  of 
it.  The  labourer  must  be  paid  in  currency ;  if  a  regular  hand,  his  wages 
have  probably  been  accumulating  for  months,  and  pay  day  is  now  at  hand. 
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Retail  business  is  also  brisk,  the  shopkeeper  must  keep  more  cash  in  his 
till,  and  accordingly  pays  a  visit  to  the  local  bank,  his  banker  probably  draws 
on  his  reserve,  which  is  partly  deposited  with  a  reserve  bank,  and.  the 
reserve  bank  passes  on  the  call  to  New  York.  Possibly  the  farmer  has 
already  "  drawn  "  against  his  crop,  and  his  acceptances  are  now  maturing. 

Let  us  look  a  little  more  closely  into  some  of  these  commercial 
transactions  and  see  what  important  services  banking  renders  to  trade. 
For  example,  how  does  the  United  States  obtain  payment  for  the  immense 
quantities  of  cotton  which  it  exports  annually  to  this  country?  "To 
explain  this  properly  we  shall  have  to  go  back  to  the  beginning  of  the 
transaction.  We  must  presuppose  that  a  Liverpool  house  importing  cotton 
is  represented  in  one  of  the  cotton  centres  in  the  States,  say  Galveston. 
In  a  place  of  that  kind  there  will  be,  when  purchases  have  to  be  made,  a 
partner  or  agent  of  the  Liverpool  house  which  wants  to  import  the  cotton. 
In  dealing  with  exports  the  main  thing,  both  from  the  exporting  and 
banking  point  of  view,  is  to  get  the  goods  represented  by  some  kind  of 
document.  Until  they  are  so  represented  the  banker  cannot  deal  with 
them.  The  first  object,  then,  of  the  man  in  the  States  who  buys  on  behalf 
of  his  partners  or  employers  in  Liverpool  is  to  get  the  cotton  put  on  a 
truck  at  the  nearest  railway  station,  and  obtain  a  through  bill  of  lading  for 
it  from  the  company.  Directly  he  gets  this  document  he  is  able  to  go 
ahead.  He  draws,  say,  on  a  Liverpool  bank  by  arrangement,  attaching  to 
the  draft  the  bill  of  lading  and  other  documents — copy  of  invoice,  insurance 
certificate,  etc. 

"He  then  goes  to  the  local  banker,  to  whom  he  gives  a  letter  of 
hypothecation  over  the  cotton,  and  the  banker  gives  him  cash  which  will 
enable  him  to  continue  operations. 

"  The  Galveston  bank  forwards  the  bill  of  exchange  and  the  attached 
documents  to  its  agent  in  London  or  Liverpool.  The  agent  presents  the 
bill  for  acceptance  to  the  bank  in  Liverpool  on  which  it  is  drawn.  The 
Liverpool  bank  accepts  it  '  payable  in  London/  retaining  the  documents 
against  its  acceptance.  This  is  reasonable.  The  bank,  by  accepting,  has 
made  itself  liable  for  payment  of  the  bill  at  maturity,  and  requires  a  set-off 
of  some  kind.  This  is  represented  by  the  documents  for  the  cotton,  and  if 
the  bill  should  not  be  paid  at  maturity  the  bank  is  able  to  sell  the  goods. 
Meanwhile  the  cotton  arrives,  but  the  firm  to  whom  it  has  been  consigned 
cannot  get  possession  of  it  until  it  gets  possession  of  the  shipping  docu- 
ments, these  being,  as  we  have  seen,  in  the  possession  of  the  bankers,  held 
against  their  acceptance.  If  it  be  a  broker  who  applies  for  the  documents, 
the  bank  gives  them  up  to  him  on  his  signing  an  undertaking  to  do  one  of 
two  things.  He  undertakes  that  if  the  cotton  is  not  sold,  it  shall  be  stored 
in  the  name  of  the  bank  in  an  independent  warehouse,  but  that  if,  on  the 
other  hand,  the  cotton  is  sold,  the  proceeds  shall  be  duly  handed  to  the 
bank  within  the  customary  period — ten  days.  It  is  the  business  of  the 
customer  in  this  transaction  to  see  to  the  insurance;  the  letter  of 
hypothecation  which  the  bank  takes  from  the  broker  states  for  how  much 
and  with  whom  the  insurance  has  been  effected.  This,  in  rough  and 
general  outline,  is  how  our  cotton  imports  are  financed." — F.  E.  Steele  in 
the  Bankers*  Magazine,  March  1902. 

There  is  another  source  of  anxiety  for  the  Associated  Banks  which  has 
made  itself  felt  very  recently.  The  Loan  and  Trust  Companies  compete 
with  the  banks  at  various  points ;  they  receive  deposits,  collect  accounts, 
and  do  banking  business  in  a  large  measure,  but  do  not  hold  any  reserves, 
although  many  of  them  possess  the  privilege  of  membership  of  the  Clearing 


FOREIGN  BANKING 


65 


Association.  It  is  argued  that  by  not  holding  reserves  they  are  a  standing 
menace  to  their  neighbours.  They  increase  the  danger  of  panics,  and  when 
a  panic  comes  they  are  quite  unable  to  assist  in  allaying  it.  The  Clearing 
Association  has  now  called  upon  the  Trusts  to  keep  a  reserve  of  at  least 
5  per  cent  of  their  deposits,  to  be  gradually  increased  to  10  per  cent. 
Several  of  them  have  refused  to  accede  to  this  demand,  preferring  to  sever 
their  connection  with  the  Association ;  other  secessions  are  anticipated,  but 
it  is  difficult  to  see  what  harm  will  result  to  the  "  Clearing  "  by  this  action. 
Below  we  give  the  weekly  return  of  the  Associated  Banks  of  New  York 
for  27th  June  1903  as  published  by  the  Financial  News.  It  is  worthy  of  a 
moment's  study. 


June  27. 

June  20. 

Increase  or  Decrease. 

Loans  and  discounts 
Specie     . 
Legal  tenders . 
Net  deposits   . 
Circulation 

Reserve  held  . 
Legal  reserve  . 

Surplus  reserve 

$913,750,000 
163,770,000 

75,080,000 
903,720,000 

44,090,000 

$904,820,000 
158,460,000 

74,085,000 
889,780,000 

44,009,000 

+$8,930,000 
+  5,310,000 
+      995,000 
+  13,940,000 
+        81,000 

$238,850,000 
225,930,000 

$232,545,000 
222,445,000 

+$6,305,000 
+  3,485,000 

$12,920,000 

$10,100,000 

+  $2,820,000 

Compare  the  75  millions  of  "Legal  tenders"  (principally  greenbacks) 
with  the  44  millions  of  "  Circulation " — National  Bank  notes.  We  must 
recollect  that  the  latter  were  originally  intended  to  supersede  the  former, 
but  verily,  as  Mr.  Knox  pointed  out  years  ago,  "  the  Legal  tender  note  has 
risen  up  and  strangled  the  National  note  at  every  turn."  Next  notice  the 
amount  of  the  "  Legal  Reserve,"  which,  according  to  law,  must  be  25  per 
cent  of  the  "net  deposits."  Divide  $903,720,000  by  4,  and  we  obtain 
$225,930,000  as  given.  But  the  actual  "  Beserve  held  "  shows  an  excess  of 
"  Surplus  Beserve  "  of  $12,920,000  over  and  above  the  Legal  Beserve.  It 
is  this  item  which  is  anxiously  scanned  by  the  United  States  business 
man;  the  closer  the  two  sets  of  figures  approach  each  other  the  tighter 
does  money  become  and  the  higher  rates.  It  must  be  borne  in  mind, 
however,  that  when  we  hear  of  rates  of  20  per  cent  and  upwards,  it  is  the 
brokers  and  trusts  who  get  it,  not  the  banks ;  they  seldom  get  more  than 
6  per  cent,  their  legal  figure. 

The  return  for  the  week  ended  20th  September  1902  showed  that  this 
surplus  reserve  had  not  only  vanished,  but  was  represented  by  a  deficit  of 
over  1£  million  dollars.  This  does  not  mean  that  all  the  Associated  Banks 
were  deficient  in  the  matter  of  reserves,  but  it  does  mean  that  in  the 
aggregate  they  had  broken  the  law,  and  that  a  great  many  of  them 
automatically  ceased  granting  loans  and  discounts.  Now  here  comes  the 
irony  of  the  situation.  The  banks,  although  below  the  minimum,  held  an 
actual  reserve  of  over  44  millions  sterling  as  compared  with  the  Bank 
of  England  reserve,  for  the  same  week,  of  26£  millions  sterling.  That  is, 
the  New  York  banks  held  nearly  18  millions  sterling  more  than  the  Bank 
of  England,  and  were  forbidden  to  go  on  lending  and  discounting,  while 
the  Bank  of  England  calmly  went  on  financing  the  British  Empire,  which, 
in  the  words  of  an  ancient  mathematician,  "  is  absurd."  Evidently  there 
must  be  something  wrong  with  a  system  which  does  not  permit  of  such  an 
abundance  of  money  being  used  in  a  legitimate  manner.  Here  is  the 
spectacle  of  a  country,  rich  in  capital  and  resources  of  every  kind,  which 
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studiously  deprives  itself  of  the  means  of  conducting  its  business  with  ease 
and  comfort.  There  are  indications  that  its  statesmen  are  at  last  awake  to 
their  country's  needs,  and  that  legislation  on  the  subject  cannot  be  long 
delayed. 

Banking  in  Germany 

Previous  to  the  establishment  of  the  German  Empire  in  1871  the 
various  members  of  the  Confederation  had  each  its  own  system  of  banking. 
As  regards  coinage  some  used  the  thaler  system,  while  others  adopted  the 
gulden,  but  in  the  aggregate  there  was  a  mass  of  old  and  worn  coin  in  circu- 
lation, mostly  of  obsolete  denominations.  All  the  States — with  the  exception 
of  the  free  city  of  Bremen,  whose  standard  of  value  was  gold — adhered  to 
the  silver  standard.  There  was  a  limited  number  of  gold  coins  in  circula- 
tion, composed  of  such  diverse  pieces  as  Frederics  d'or,  ducats,  crowns, 
napoleons,  pistoles,  eagles,  and  Russian  imperials.  It  was  on  account  of 
having  to  settle  in  the  course  of  international  trade  that  such  a  hetero- . 
geneous  mass  of  coin  was  able  to  be  used,  silver  alone  being  useless  for  such 
a  purpose.  Every  member  of  the  Confederation,  with  the  exception  of  the 
three  free  cities  and  the  principality  of  Lippe,  issued  paper  money  to  suit 
its  needs.  There  were  also  thirty-three  banks  of  issue  established  according 
to  the  ideas  of  the  state  or  town  in  which  they  existed.  Some  of  these 
held  charters  revocable  at  pleasure,  others  held  them  for  a  term,  while  the 
remainder  held  theirs  in  perpetuity.  The  amounts  of  their  authorised 
issues  varied  considerably,  as  also  did  the  regulations  governing  their 
reserves. 

To  reduce  this  chaos  to  order  was  the  problem  which  taxed  the  ingenuity 
of  German  statesmen  for  the  first  four  or  five  years  of  the  newly-fledged 
Empire.  It  was  fully  recognised  that  it  was  useless  to  expect  the  Empire 
to  make  that  progress  which  its  laboriously  acquired  unity  was  calculated 
to  achieve  until  unity  in  banking  and  currency  had  been  established.  The 
adoption  of  the  gold  standard  by  the  Act  of  July  1873  was  the  first  step 
towards  this  consummation.  Some  say  that  this  step  was  taken  on  account 
of  German  hatred  to  everything  French,  including  their  bimetallic  system. 
Others  say  that  it  was  purely  imperialist  ambition  which  it  was  now 
possible  to  gratify  with  the  help  of  the  five  milliards  of  war  indemnity, 
while  yet  others  say  that  it  was  because  the  prosperity  and  wealth  of 
England  has  been  attributed  in  the  main  to  her  gold  standard,  and  therefore 
it  must  be  a  good  thing  for  the  other  nations  to  adopt.  The  law  of  April 
1874  swiftly  followed.  It  provided  for  the  extinction  of  the  paper  money 
issued  by  the  various  States  by  creating  a  currency  of  Imperial  Treasury 
notes,  or  Iteichskassenseheine,  issued  in  denominations  of  5,  20,  and  50 
marks,  redeemable  in  gold  on  demand  at  the  Treasury,  but  not  made 
legal  tender.  It  also  provided  for  the  issue  of  Imperial  paper,  the  result 
being  that  twenty  local  issues  were  extinguished,  amounting  to  180,000,000 
marks. 

The  ground  being  thus  prepared,  it  only  remained  to  establish  a  new 
Imperial  State  Bank  which  should  control  the  note  issue  and  maintain  the 
standard  of  value  on  a  gold  basis  throughout  the  Empire.  The  bank  was 
to  be  under  direct  Imperial  supervision,  as  were  also  the  other  banks  for 
the  future,  while  a  new  set  of  regulations  was  to  be  formulated  for  the 
whole.  The  Act  of  1875  performed  all  this.  As  regards  the  new  central 
bank  it  was  already  at  hand  in  the  shape  of  the  Bank  of  Prussia.  Established 
in  1765  by  King  Frederick  II.  of  Prussia,  it  was  already  a  State  Bank,  its 
original  capital  of  2,000,000  thalers  being  supplied  by  the  State.     Private 
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stockholders  were  admitted  in  1847,  its  capital  was  increased  to  20,000,000 
thalers,  and  notes  were  issued,  but  the  State  still  retained  its  original 
control  and  the  lion's  share  of  the  profits. 

It  was  under  these  circumstances  that  the  Bank  of  Prussia  was  raised 
to  the  dignity  of  the  Bank  of  the  Empire,  or  Beichsbank.  As  the  Boyai 
Bank  of  Rrussia  it  ceased  operations  on  31st  December  1875.  From  being 
the  financial  institution  of  a  comparatively  restricted  country  it  has  become 
one  of  the  most  noted  banks  of  Europe,  its  functions  being  to  regulate  the 
money  circulation  of  the  German  Empire,  to  facilitate  settlements,  and 
utilise  available  capital. 

The  main  clauses  of  the  German  Bank  Act  of  1875  are : — 

1.  The  right  of  issue  is  now  only  to  be  obtained  under  Imperial 
sanction. 

2.  There  is  no  obligation  to  accept  bank  notes  in  case  of  those  payments 
to  be  legally  discharged  in  coin. 

This,  however,  has  not  hindered  the  circulation  of  Imperial  Bank 
notes. 

3.  Bank  notes  are  issued  in  denominations  of  100,  200,  500,  and  1000 

4  Every  bank  must  redeem  its  notes  on  presentation.  Damaged  notes 
are  made  good  by  the  bank,  but  it  is  not  obliged  to  indemnify  for  lost  or 
destroyed  notes. 

5.  The  Imperial  Bank  must  pay  its  notes  in  current  German  money  in 
Berlin.     It  may  also  pay  at  its  branches  if  circumstances  permit. 

6.  The  Imperial  Bank  must  exchange  its  notes  for  gold  bullion  at  the 
rate  of  1392  marks  for  one  pound  (500  grammes)  fine  (pure). 

Tests  are  conducted  at  the  expense  of  the  seller. 

7.  Banks  of  issue  are  not  permitted  to  accept  bills,  or  buy  or  sell 
merchandise  or  current  commercial  paper  on  credit. 

8.  Banks  of  issue  must  report  to  the  proper  authorities  four  times  per 
month. 

9.  Banks  whose  note  circulation  exceeds  the  coin  reserve  and  amount 
of  notes  prescribed  in  proportion  to  capital  must  pay  a  tax  of  5  per  cent 
per  annum  on  the  excess  to  the  Imperial  Exchequer.  The  Imperial  Bank 
is  empowered  to  issue  notes  in  proportion  to  its  business  needs. 

This  is  the  famous  German  "  elastic  limit "  of  which  so  much  is  heard 
in  connection  with  discussions  on  bank  reserves. 

10.  The  Imperial  Bank  is  required  to  maintain  a  money  and  bullion 
reserve  equal  to  one-third  of  its  notes  in  circulation.  This  reserve  may 
include  German  currency,  Imperial  Treasury  bills,  and  gold  bullion  or 
foreign  gold  coin  valued  at  1392  marks  per  pound  (German)  fine. 

The  remainder  of  the  notes  must  be  protected  by  discounted  bills 
having  not  more  than  three  months  to  run,  and  usually  protected  by  three, 
but  never  less  than  two,  solid  accredited  vouchers. 

11.  The  Imperial  Bank  and  its  branches  are  free  from  all  revenue  or 
State  taxes  throughout  the  Empire. 

12.  The  Imperial  Bank  is  authorised  to  buy  or  sell  gold  and  silver  coin 
or  bullion;  to  discount,  buy,  or  sell  inland  or  foreign  bills  of  exchange 
which  have  not  more  than  three  months  to  run ;  and  to  discount,  buy,  or 
sell  bonds  of  the  Empire  or  any  German  State,  provided  that  they  will 
mature  in  not  more  than  three  months. 

13.  No  advances  are  made  to  foreigners.  Only  persons  of  known  good 
character  are  granted  accommodation,  the  time  limit  being  three  months. 

The  Bank  may  transact  Lombard  or  deposit  loan  business,  on  gold  or 
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silver,  coined  or  uncoined,  or  on  interest-bearing  bonds  of  the  Empire,  or 
any  state  or  municipal  corporation. 

Foreign  bonds  to  bearer,  railway  shares  and  debentures,  merchandise 
lying  in  a  warehouse  in  the  country,  and  several  other  descriptions  of 
property,  are  accepted  as  security  for  loans,  but  in  every  case  an  appropriate 
margin  is  deducted. 

14.  The  capital  of  the  Imperial  Bank  is  (now)  fixed  at  180,000,000 
marks,  and  the  shareholders  are  not  personally  responsible  for  the  obliga- 
tions of  the  Bank.  The  profits  of  the  Imperial  Bank  are  divided  between 
the  shareholders  and  the  Government.  The  charter  of  the  Bank  is  renewed 
every  ten  years,  and  the  Government  has  always  the  option  of  taking  over 
the  whole  concern  at  a  valuation. 

The  renewal  of  the  charter  is  usually  the  occasion  of  some  fresh  con- 
cession by  the  Bank. 

At  present  the  shareholders  take  a  first  division  of  3£  per  cent  on 
their  capital,  then  20  per  cent  of  the  remainder  of  the  profits.  The 
Government  takes  60  per  cent  of  the  same,  and  the  remaining  20  per  cent 
goes  to  the  rest  or  surplus  until  it  reaches  a  sum  of  60,000,000  marks. 
When  this  amount  has  been  accumulated  the  shareholders  will  take  3£ 
per  cent  as  their  first  dividend,  and  25  per  cent  of  the  balance  remaining, 
the  State's  share  being  increased  to  75  per  cent. 

15.  The  Bank  is  supervised  by  an  Imperial  Board  composed  of  the 
Chancellor  of  the  Empire  as  president,  a  member  appointed  by  the 
Emperor,  and  three  other  members  appointed  by  the  Federal  Council. 
The  directors  of  the  Bank  are  appointed  for  life,  but  are  subject  to  the 
Imperial  Chancellor.  The  shareholders  exercise  their  part  in  the  govern- 
ment of  the  Bank  through  their  General  Assembly,  from  which  a  Central 
Committee  is  elected.  Many  details  are  remitted  to  this  committee,  such 
as  the  examination  of  weekly  reports,  the  inspection  of  deposit  accounts, 
the  amount  of  loans  to  be  granted  and  paper  to  be  purchased,  the  rate  of 
discount  to  be  charged,  and  arrangements  with  other  banks. 

The  Act  has  regulated  the  note  issues  very  carefully.  Previous  to  the 
foundation  of  the  Empire  it  was  the  constant  aim  of  the  thirty  odd  issuing 
banks  to  put  as  many  notes  as  possible  into  circulation,  and  a  large  pro- 
portion of  this  paper  consisted  of  notes  for  very  small  sums,  as  low  as  one 
thaler  (three  shillings).  From  1876  onwards  notes  for  less  than  100  marks 
(say  £5)  have  been  forbidden. 

The  note  issue  of  the  Beichsbank  was  largely  modelled  upon  that  of 
the  Bank  of  England,  while  certain  weak  points  were  at  the  same  time 
carefully  avoided.  Thus  both  banks  are  authorised  to  issue  a  certain 
amount  of  uncovered  circulation,  the  former  at  the  present  time  470,000,000 
marks,  the  latter  £18,450,000.  As  is  well  known,  gold  must  be  deposited 
to  the  amount  of  its  face  value  for  every  extra  note  issued  by  the  Bank  of 
England.  It  takes  an  Act  of  Parliament  to  relieve  the  Bank  from  this 
regulation.  The  Beichsbank  likewise  must  hold  cash  against  all  notes 
issued  beyond  its  fixed  amount,  but  here  comes  the  "elastic  limit."  It 
may  go  on  issuing  notes  uncovered  by  cash,  but  must  pay  a  tax  of  5  per 
cent  per  annum  on  the  excess.  In  any  case,  however,  it  must  hold  cash 
against  one-third  of  its  total  circulation.  The  limits  of  the  fiduciary  issue 
have  been  frequently  overstepped,  and  sometimes  for  protracted  periods, 
but  the  metallic  reserve  has  been  at  least  70  per  cent  all  the  time.  The 
notes  have  been  issued  almost  unnoticed,  and  have  returned  as  quietly,  in 
contradistinction  to  the  hard  and  fast  line  drawn  by  our  Act  of  1844, 
which  has  had  to  be  suspended  on  no  less  than  three  well-known  occasions. 
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Of  course  the  tax  of  5  per  cent  is  the  practical  cure  for  these  excess  issues. 
At  such  a  time,  if  the  Bank  does  not  raise  its  rate  to  a  similar  amount,  it 
must  be  a  loser,  and  cannot  afford  to  continue  such  a  course  for  long,  while, 
on  the  other  hand,  if  it  raises  its  rate  so  as  to  cover  itself,  or  still  make  a 
profit,  borrowers  are  discouraged.  Thus  both  sets  of  circumstances  tend  to 
restore  a  normal  condition  of  affairs.  As  an  aid  to  checking  a  drain  of 
gold,  the  other  banks  of  issue  must  not  discount  at  a  lower  rate  when  the 
Beichsbank  is  charging  4  per  cent  or  more.  Under  other  circumstances 
they  may  only  quote  at  one-quarter  below  the  Bank. 

The  following  is  taken  from  the  Daily  Telegraph  of  18th  August 
1903  :— 

"  The  return  of  the  Imperial  Bank  of  Germany  for  the  week  ending  the 
15th  inst.  shows  the  following  changes  as  compared  with  the  previous 
account  (taking  the  exchange  at  20  marks  to  the  pound) : — 


Amount. 

Increase. 

Decrease. 

Cash  in  hand 

£47,501,950 

£1,191,850 

Treasury  notes 

1,429,700 

54,100 

Notes  on  other  banks     . 

711,550 

212,300 

Other  securities 

89,432,700 

•  •  a 

£405,950 

Advances  on  stocks 

2,954,150 

187,150 

Sundry  securities  . 

93,350 

6,800 

Sundry  debtors 

4,047,200 

•  •  • 

55,800 

Notes  in  circulation 

58,187,600 

■  •  • 

1,270,900 

Bills  and  public  deposits 

26,911,750 

2,431,858 

Sundry  creditors    . 

1,241,900 

29,500 

"Note  circulation  below  the  legal  maximum  (free  of  taxation) 
£15,005,600,  against  £12,276,450  below  the  legal  maximum  last  week." 

To  find  the  amount  of  note  circulation  below  the  legal  maximum  we 
proceed  thus : — 

Add  together  "  Cash  in  hand,"  "  Treasury  Notes,"  and  "  Notes  on  other 
banks,"  as  given  above,  total  £49,643,200,  which  "  covers  "  notes  to  an  equal 
amount. 

Subtract  this  total  from  "Notes  in  Circulation";  the  difference  is 
£8,494,400,  which  represents  the  actual  "  uncovered  "  issue. 

But  the  legal  maximun  of  uncovered  issue  is  £23,500,000  (470,000,000 
marks) ;  therefore  the  Bank  might  issue  a  further  amount  of  £15,005,600 
free  of  taxation,  as  stated  above. 

The  use  of  notes  and  specie  is  much  greater  in  the  German  commercial 
world  than  with  us.  In  this  country  the  cheque  performs  most  of  the 
work.  The  Beichsbank  aims  at  rectifying  this,  and  has  accordingly  greatly 
developed  its'  system  of  current  accounts  (Giro-Vekehr).  The  idea  is  to 
enable  persons  in  different  parts  of  the  Empire  to  settle  without  having 
recourse  to  currency.  For  example,  a  debtor  in  a  distant  city  may  settle 
with  his  creditor  in  Berlin  by  paying  in  the  amount  of  his  debt  at  the 
branch  of  the  Beichsbank  in  his  city,  and  on  the  following  day  his  creditor's 
account  at  the  head  institution  in  Berlin  is  duly  credited.  There  is  no 
charge  for  the  transfer,  and  the  debtor  need  not  have  an  account  with  the 
Bank.  Naturally  the  most  important  business  of  the  Bank  is  the  dis- 
counting of  bills,  about  80  per  cent  of  its  profits  being  derived  from  this 
source.  By  far  the  greater  portion  are  inland  bills.  In  the  balance  sheet 
for  31st  December  1900  bills  drawn  on  England  stood  at  £3,734,120,  and 
bills  on  other  foreign  places  at  £39,159.  Why  is  there  such  a  decided 
preference  for  bills  on  this  country  ?    Because  London  is  the  one  great  free 
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market  for  gold.  A  bill  drawn  on  London  is  payable  in  gold.  There  is  no 
uncertainty  about  it,  and  the  bills  in  question  mean  the  ability  to  draw 
nearly  3}  millions  in  gold  from  us  if  necessary,  also  the  ability  to  check 
any  tendency  towards  an  outflow  of  gold  from  Berlin. 

In  the  case  of  bills  drawn  on  Paris  or  Berlin  it  would  be  possible  to 
pay  the  former  in  silver  five-franc  pieces,  and  the  latter  in  silver  thalers. 
The  right  to  do  so  exists.  Strangely  enough,  the  officials  of  the  Bank  of 
France  and  of  the  Beichsbank  respectively  always  protest  loudly  when 
reminded  of  this  fact.  Rightly  or  wrongly,  the  latter  institution  has 
always  been  accused  of  putting  obstacles  in  the  way  of  any  person 
unpatriotic  enough  to  desire  to  pay  his  foreign  creditors  with  German 
gold.  He  usually  does  so  "at  his  peril"  At  the  Brussels  Monetary 
Conference  of  1892  the  German  representatives  affirmed  that  the  Beichs- 
bank had  never  paid  any  one  in  silver  who  demanded  gold,  and  had  never 
made  any  difficulties  about  paying  gold,  whether  it  was  wanted  for  export 
or  not.  One  delegate  said  that  if  the  Bank  should  refuse  to  pay  gold  the 
Government  would  immediately  put  it  into  liquidation.  The  old  thalers 
are  gradually  being  absorbed  by  the  German  mint.  According  to  German 
mint  law  69f  twenty-mark  pieces  must  contain  500  grammes  of  pure  gold. 
Our  sovereign  contains  7*98805  grammes  of  standard  gold  (\%  fine),  hence 
the  mint  par  between  the  two  countries  is  £1  =  20*429  marks,  usually  called 
20*43.  With  the  exchange  standing  at  20*33  gold  usually  leaves  us  for 
Germany,  while  London  always  draws  gold  from  Berlin  at  20*53.  The 
Beichsbank  will  smooth  the  way  for  an  importation  of  gold  by  granting 
a  six-day  loan  free  of  interest  if  repayment  is  promised  in  gold.  Thus  a 
shipper  loses  no  interest  while  his  consignment  is  in  transit.  Moreover, 
the  Bank  is  more  lenient  to  the  seller  than  the  Bank  of  England  in  its 
assay  of  foreign  gold. 

The  Imperial  Bank  has  endeavoured  to  assist  farmers  and  small  trades- 
men as  far  as  possible,  but  not  to  their  entire  satisfaction.  The  Bank  is 
of  course  not  intended  to  afford  long  credits,  but  customers  with  sound 
commercial  reputations  are  always  suitably  accommodated.  It  is  not 
everybody  that  is  so  fortunate,  and  to  suit  this  latter  class  have  arisen 
those  associations  originated  by  Dr.  Schulze  of  Delitzsch.  The  institutions, 
known  as  Volk&banks  have  also  spread  to  Italy,  where  the  Banco,  del 
popolo  is  equally  appreciated.  They  are  conducted  under  mutual  principles, 
are  self-supporting,  and  do  a  savings  bank  business  as  well.  They  afford 
accommodation  to  the  small  trader  and  others  who  are  often  in  need  of  a 
loan,  but  are  unable  to  obtain  the  usual  facilities.  A  Volksbank  is  formed 
by  a  number  of  members,  who  take  a  share  each  and  pay  an  entrance  fee. 
The  share  is  paid  up  by  regular  periodical  instalments.  All  payments  and 
fees  are  very  small,  and  no  member  can  hold  more  than  one  share.  Deposits 
which  bear  interest  are  received  both  from  members  and  outsiders.  Thus 
the  loan  fund  is  built  up  of  the  shares  paid  by  instalments,  the  deposits, 
and  savings.  A  shareholder  can  obtain  a  loan  up  to  the  amount  of  his 
share,  but  for  anything  above  that  amount  he  must  deposit  security  or 
provider  a  surety.  Only  shareholders  may  obtain  loans.  The  classes  who 
make  most  use  of  these  banks  are  the  well-to-do  artisans,  shopkeepers,  and 
small  traders,  to  whom  it  is  a  convenience  to  be  able  to  keep  a  banking 
account,  and  cheque-books  are  accordingly  supplied. 

There  are  some  6000  joint-stock  banks  in  Germany,  many  of  them  large 
and  powerful  institutions.  They  are  all  subject  to  the  Act  of  1875,  and 
their  operations  are  similar  to  those  of  the  Beichsbank.  Some  of  the  richest 
and  most  enterprising,  such  as  the  Deutsche  Bank  and  the  Dresdner  Bank, 
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have  established  branches  in  London  in  order  to  compete  with  us  upon  our  own 
ground.  The  Deutsche  Bank  is  probably  the  most  noted  of  these.  It  has  a 
capital  of  7£  millions  sterling  and  a  balance  sheet  with  "  sides"  of  50  millions. 
It  is  little  wonder  that  with  its  careful  management  it  is  rapidly  becoming 
one  of  the  richest  and  best  foreign  banks  in  London,  able  to  pick  and 
choose  its  business,  and  came  through  the  German  trade  depression  of 
1900-1901  with  a  greatly  enhanced  reputation. 

Within  recent  years  London  has  experienced  quite  an  invasion  of 
foreign  bankers  fully  determined  to  wrest  a  large  share  of  business  from 
our  countrymen.  Many  of  our  banks  do  a  large  foreign  business,  but  it 
goes  through  the  hands  of  agents.  Thus  there  are  two  profits  to  be  made. 
In  former  years  exchange  business  was  simply  handed  over  to  a  broker. 
This  had  to  be  altered  with  the  coming  of  the  foreign  banker,  who  is  not 
slow  to  point  out  the  advantages  of  placing  commissions  with  his  house, 
and  the  corresponding  saving  effected. 

Banking  in  France 

John  Law  of  Lauriston,  the  famous  Scotsman,  established  the  first  bank 
of  issue  in  France  in  1716.  In  1718  it  became  the  Government  bank 
under  the  name  of  the  Banque  Royale,  but  its  paper  was  issued  at  such  a 
rapid  rate  that  it  soon  stopped  payment.  The  second  bank  of  issue,  thanks 
to  the  lesson  learnt  from  Law  and  his  disastrous  schemes,  was  not  estab- 
lished until  1776.  The  Caisse  d'Escompte  du  Commerce  (Bank  of  Com- 
mercial Discount),  as  it  was  called,  owing  to  the  interference  of  the 
Revolutionary  Government,  was  suppressed  by  the  decree  of  August  1793. 
Then  followed  the  tide  of  assignats  which,  in  September  1796,  amounted 
to  45£  thousand  millions  of  francs,  and  were  worth  one-thousandth  part  of 
their  face  value.  When  these  and  their  successors,  the  mandate  terru 
toriaux,  had  disappeared  credit  began  to  flourish  again.  The  issue  of 
notes  now  needed  no  authorisation,  and  several  banks  were  opened. 

When  Napoleon  came  upon  the  scene  he  soon  found  the  need  of  bank- 
ing facilities  and  assistance,  and  following  the  counsel  of  his  financial 
advisers  the  Bank  of  Franee  was  founded  in  January  1800,  with  a  capital 
of  30,000,000  francs,  in  shares  of  1000  francs  each.  To  show  the  public  a 
good  example  Napoleon  himself,  his  family,  and  friends  took  shares. 

Its  scope  of  operations  was  as  follows : — 

1.  To  discount  bills  of  exchange  and  drafts  to  order  bearing  signatures 
of  at  least  three  French  citizens  or  foreign  merchants  of  acknowledged 
reputation  and  solvency. 

2.  To  undertake  collections  for  the  account  of  private  citizens  and  public 
establishments,  and  to  make  advances  in  cases  of  such  collections  as  may 
appear  to  be  secure. 

3.  To  receive  on  account  cash  deposits  and  collections  on  behalf  of 
private  citizens  and  public  establishments. 

4.  To  issue  notes  payable  to  bearer  at  sight,  and  notes  to  order  payable 
within  a  certain  number  of  days  after  sight.  These  notes  as  issued  by  the 
Bank  to  be  so  proportioned  to  the  reserve  cash  in  the  vaults  of  the  Bank, 
and  with  such  regard  for  the  maturing  of  negotiable  paper  held  by  the 
Bank,  that  the  Bank  can  at  no  time  be  exposed  to  danger  of  delaying  pay- 
ment of  its  obligations  when  presented. 

6.  To  open  a  bank  for  investments  and  savings  wherein  all  sums 
offered  in  excess  of  50  francs  should  be  received  for  repayment  at  stated 
periods. 
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All  transactions  other  than  in  gold  or  silver  were  prohibited,  and  with 
the  exception  of  the  last  clause  respecting  investments  and  savings,  the 
original  regulations  are  still  in  existence. 

In  1803  the  Bank  was  endowed  with  the  exclusive  power  of  issue  in 
Paris,  and  its  capital  was  raised  to  45,000,000  francs,  but  the  Government 
reserved  the  right  to  permit  banks  of  issue  outside  Paris.  From  time  to 
time  nine  banks  were  permitted  in  various  parts  of  France,  but  in  1848 
they  were  all  consolidated  with  the  Bank  of  France,  which  has  remained 
the  sole  bank  of  issue  in  France  to  this  day.  In  1806  the  capital  of  the 
Bank  was  raised  to  90,000,000  francs,  and  though  becoming  still  more 
intimately  connected  with  the  Government  it  remained  a  public  institution. 
The  direction  of  the  Bank  was  entrusted  to  a  governor  and  two  sub- 
governors  appointed  by  the  chief  of  the  State,  but  paid  by  the  Bank ;  thus 
although  a  private  corporation  it  became  a  State  engine  of  a  very  important 
kind,  and  has  continued  to  be  so. 

Although  authorised  in  1808  to  establish  branches  (comptoirs 
d'escompte)  very  few  were  opened,  and  these  were  closed  by  the  Bourbons 
in  1817-1818,  and  independent  banks  with  the  right  of  issue  substituted. 
Next  the  Bank  was  authorised  to  establish  fifteen  branches  in  the  chief 
cities  with  the  sole  right  of  issue  in  those  cities,  but  the  whole  business  was 
pursued  in  a  half-hearted  manner.  To  rectify  the  confusion  which  pre- 
vailed the  Government  converted  the  nine  independent  banks  which 
existed  into  branches  of  the  Bank  of  France,  and  at  the  same  time  the 
capital  of  the  Bank  of  France,  which  had  been  reduced,  was  raised  to 
91,250,000  francs. 

The  Bank  of  France,  throughout  its  whole  career,  has  evinced  a  marked 
reluctance  to  establish  branches.  The  Bank  of  England  has  been  criticised 
for  taking  a  similar  course,  but  our  own  banking  system  having  been  highly 
developed  from  an  early  period  England  has  not  suffered  so  much  from 
such  a  deficiency  as  her  neighbour.  Napoleon  III.  called  upon  the  Bank 
to  establish  a  branch  in  every  department  (territorial  division)  within  ten 
years.  By  1869  65  were  in  operation,  but  the  full  number  was  not  com- 
pleted until  1882.  Various  additions  have  been  made  to  the  number  since 
then,  and  there  are  now  126  branches,  49  auxiliary  offices,  and  218  towns 
connected  with  the  Bank. 

A  branch  of  the  Bank  of  France  is  provided  with  a  certain  amount  of 
capital,  and  does  business  under  the  supervision  of  the  head  institution, 
having  few  or  no  transactions  with  other  branches.  The  manager  is 
appointed  by  the  Government  and  is  assisted  by  a  staff  from  Paris.  The 
directors  are  chosen  from  a  list  made  up  in  Paris,  but  sometimes  partly  by 
shareholders  on  the  spot.  The  greater  part  of  the  discount  business  of  the 
Bank  is  done  by  the  branches,  thus  justifying  their  existence,  but  this  was 
not  so  from  1814  onwards :  the  revolution  of  1848  ruined  most  of  the  dis- 
count houses  in  the  capital,  and  in  the  country  the  smaller  commercial 
people  suffered  so  much  from  lack  of  banking  facilities  that  the  Govern- 
ment had  to  step  in  and  establish  a  temporary  remedy.  Public  and  private 
money  combined  provided  the  necessary  capital,  and  discount  offices  were 
founded  in  Paris  and  throughout  the  country.  They  soon  began  to  do  a 
greater  amount  of  business  than  the  Bank  of  France,  and  some  were 
eventually  reconstructed  as  banks  of  discount  after  repaying  the  State  its 
original  portion  of  capital.  The  Comptoir  d'Escompte  de  Paris  was  one  of 
these ;  it  came  to  grief  in  1889  through  being  associated  with  the  copper 
syndicate,  and  was  then  resuscitated  with  the  encouragement  of  the 
Government,  under  the  title  of  the  Comptoir  National  d'Escompte  de  Paris. 
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It  has  a  paid-up  capital  of  £6,000,000,  and  now  stands  in  the  front  rank  of 
French  financial  houses. 

The  Bank  of  France  suspended  specie  payments  in  1848,  and  for  the 
next  three  or  four  years  had  a  very  anxious  time,  which  was  followed  hy  a 
period  of  such  prosperity  that  in  1857  it  was  found  convenient  to  double 
its  capital  to  its  present  figure  of  182,000,000  francs,  and  to  extend  its 
charter  to  1897. 

The  period  1870-4  was  the  most  critical  in  the  Bank's  history,  embrac- 
ing as  it  did  the  war  with  Germany,  the  struggle  with  the  Commune,  and 
the  payment  of  5  milliards  (5,000,000,000  francs)  war  indemnity.  Although 
its  fate  at  one  time  hung  in  the  balance,  yet  in  the  end  patriotism,  com- 
bined with  superb  finance  and  good  management,  carried  it  triumphantly 
through.  The  war  broke  out  in  July  1870,  and  on  August  12  the  Bank 
was  authorised  to  refuse  to  pay  cash  for  its  notes,  which  were  made  legal 
tender,  and  the  issue  limited  to  1,800,000,000  francs. 

Two  days  later  it  was  found  that  if  the  Bank  was  to  afford  its  usual 
accommodation  the  limit  must  be  raised  to  2,400,000,000,  and  this  was 
done.  Notes  for  25  francs  were  also  authorised.  On  13th  August  it  was 
decreed  that  payment  of  all  commercial  debts  should  be  postponed  for  one 
month.  This  period  was  extended  from  time  to  time  until  July  1871 — the 
debtor  being  liable  for  interest  up  to  the  settling  day.  Specie  payments 
were  resumed  in  1877. 

By  July  1871  the  Bank  had  advanced  to  the  Government  1,425,000,000 
francs,  and  to  the  city  of  Paris  210,000,000  francs. 

The  greatest  danger  that  ever  beset  the  Bank  was  the  probability  of 
being  plundered  by  the  Communists,  who  were  appeased  in  the  early  part 
of  1871  by  being  allowed  to  withdraw  a  sum  of  9,400,000  francs  standing 
to  the  credit  of  the  city.  After  setting  fire  to  the  Tuileries  they  demanded 
700,000  more  to  pay  their  men,  and  obtained  it  by  threatening  to  seize  the 
Bank.  Next  day  the  regular  army  appeared  upon  the  scene  and  further 
danger  was  averted. 

The  next  task  of  the  Bank  was  to  arrange  for  the  payment  of  the  war 
indemnity.  According  to  the  terms  of  the  treaty,  500  millions  of  francs 
were  to  be  paid  one  month  after  order  was  restored  in  Paris,  1000  millions 
by  the  end  of  1871,  500  millions  on  1st  May  1872,  and  3000  millions  on 
2nd  March  1874.  When  the  French  Government  set  about  obtaining  this 
vast  sum,  it  was  found  that,  thanks  to  the  credit  which  France  enjoyed 
abroad,  and  the  "  old  stockings  "  of  her  thrifty  people,  over  eight  times  the 
necessary  amount  could  be  obtained.  Thereupon  President  Thiers  deter- 
mined to  liberate  the  soil  of  France  at  the  earliest  possible  moment,  and 
this  was  consummated  by  the  payment  of  the  final  balance  in  August  1873, 
to  the  great  chagrin  of  the  conquerors,  who  were  sorry  they  had  not  asked 
for  more.  This  was  effected  by  the  Government  buying  bills  drawn  by 
Frenchmen  upon  their  debtors  everywhere.  British  bills  were  in  great 
request,  and  specially  acceptable  to  the  German  Government,  because  of 
their  power  to  draw  gold  from  the  Bank  of  England.  A  Frenchman  who 
bought  some  of  the  public  loan,  and  paid  for  it  with  his  draft  upon  England, 
simply  exchanged  his  claim  upon  his  English  debtor  for  one  upon  his  own 
Government. 

The  Latin  Monetary  Union. — This  was  a  convention  formed  in  1865 
between  France,  Belgium,  Switzerland,  and  Italy  for  the  purpose  of  sup- 
porting the  "  Double  Standard,"  by  which  gold  and  silver  ranked  on  equal 
terms  in  all  business  payments. 

These  countries  agreed  to  make  their  coins  of  the  same  fineness, 
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diameter,  weight,  and  current  value,  and  to  accept  them  indiscriminately 
as  legal  tender.  Hence  the  francs  and  centimes  of  France,  Belgium,  and 
Switzerland,  and  the  lire  and  centisimi  of  Italy,  differ  only  in  their  mint 
impression. 

According  to  French  mint  law  155  napoleons  (gold  20-franc  pieces)  ^ 
fine  weigh  1  kilo.  This  gives  a  mint  par  with  this  country  of  £1  =  252215 
francs.     The  silver  5-franc  piece  weighs  25  grammea 

Shortly  afterwards  Greece  entered  the  convention,  and  the  same  system 
has  been  adopted  by  Spain,  Servia,  Bulgaria,  and  Eoumania,  although  they 
have  not  joined  the  Union. 

For  a  long  time  previous  to  1871  the  market  ratio  of  gold  to  silver  was 
1 :  15 J,  but  the  greatly  increased  output  of  the  silver  mines,  together  with 
the  large  sales  by  Germany  on  her  adoption  of  the  gold  standard  in  1873, 
completely  broke  down  this  ratio,  and  silver  became  by  far  the  cheaper 
metaL 

The  consequence  was  the  Latin  states  quickly  found  themselves  being 
drained  of  gold  and  inundated  with  silver ;  therefore,  in  1876,  their  mints 
were  closed  to  the  free  coinage  of  the  latter  metal.  France,  however, 
retains  the  right  to  pay  her  debtors  in  silver  5-franc  pieces  or  in  gold  at 
discretion.  The  coinage  of  silver  5-franc  pieces  has  been  suspended  since 
1878.  It  is  said,  however,  that  it  is  really  impossible  to  do  without  this 
coin,  as  it  is  the  coin  of  the  country  people.  The  5-franc  gold  piece  is  too 
light,  and  the  note  is  too  flimsy. 

Thanks  to  the  limitation  of  silver  coinage  and  the  consequent  protection 
against  over-supply  the  standard  is  easily  maintained. 

This  ability  of  the  Bank  of  France  to  use  silver  at  par  does  away  with 
the  necessity  of  raising  the  discount  rate  like  the  Bank  of  England.  Since 
it  may  redeem  notes  and  pay  debts  in  silver,  it  therefore  simply  charges  a 
premium  for  the  delivery  of  gold.  The  Bank  officials  say  that  it  is  only 
the  bullion  dealers  and  those  who  desire  to  make  a  profit  who  have  to  pay, 
but  a  change  in  the  discount  rate  would  also  hit  the  merchant  and  the 
trader  whose  transactions  are  in  notes  or  credit.  Still  the  Bank  dare  not 
maintain  a  high  or  permanent  premium,  because  this  would  simply  proclaim 
the  fact  that  its  paper  was  inferior  to  gold.  It  is  seldom  that  the  metal 
can  be  obtained  in  sufficient  quantity  for  export,  and  recourse  is  therefore 
had  to  the  bullion  dealers,  who  buy  the  coin  from  railway  companies  and 
big  traders  at  a  small  premium.  The  circulation  suffers  accordingly,  and 
the  loss  must,  in  the  end,  be  made  up  at  the  Bank's  expense. 

At  present  the  Bank  of  France  holds  not  less  than  £100,000,000  in  gold 
and  £45,000,000  in  silver,  the  circulation  being  in  the  neighbourhood  of 
£170,000,000.  The  maximum  circulation  permitted  is  5,000,000,000 
francs. 

It  is  worthy  of  notice  that  the  Bank  of  England,  the  Bank  of  France, 
the  Imperial  Bank  of  Germany,  and  other  big  institutions  of  the  same 
character,  although  they  act  as  State  bankers,  are  not  State  banks,  but 
private  concerns,  none  of  the  capital  being  held  by  the  various  Governments. 

In  the  case  of  the  Bank  of  England  this  is  pure  accident,  in  other  cases 
it  is  deliberate  design ;  for  had  the  Bank  of  France  been  State  property,  as 
is  the  Bank  of  Russia,  when  the  Germans  entered  Paris  in  1871  they  would 
have  been  justified  in  seizing  the  Bank  of  France  and  its  treasure  as  lawful 
spoils  of  war ;  but  being  private  property  it  was  respected  as  such. 

Operations  of  the  Bank  of  France. — These  consist  of  services  which 
are  obtainable  by  certain  persons  only,  and  others  which  are  obtainable  by 
the  public  at  large.     Open  accounts  are  granted  to  private  persons  and 
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public  institutions,  but  all  sums  are  received  without  interest.  Some  of 
these  accounts  carry  the  privilege  of  discounting  paper,  and  funds  deposited 
may  be  drawn  upon  by  drafts  payable  in  Paris  or  at  the  various  branches 
or  subsidiary  offices.  Bills  may  be  made  payable  at  the  Bank,  and  those 
presented  by  the  Bank  messengers  may  be  paid  by  cheque  or  transfer. 

Open  discount  accounts  are  allowed  to  persons  who  reside  in  a  place 
where  there  is  no  branch  or  office  of  the  Bank,  and  in  this  case  all  business 
is  conducted  by  correspondence.  All  the  advantages  of  residing  in  a  bank 
place  are  therefore  obtainable. 

Loans  against  collateral  are  granted  on  State  bonds  up  to  80  per  cent, 
municipal  bonds  75  per  cent,  and  dividend-earning  railway  stock  to  60  per 
cent.  The  minimum  loan  is  250  francs  for  not  less  than  a  fortnight  or 
more  than  three  months.  The  rates  are  from  1  to  1|  per  cent  higher  than 
for  discounts,  in  order  to  prevent  borrowers  from  speculating  in  exchange 
as  between  the  rate  of  the  bank  and  exchange  reports. 

Safe  deposits  of  all  kinds  are  accepted,  only  trust  fees  being  charged. 
The  Bank  also  takes  charge  of  foreign  bonds,  collects  the  interest,  and 
watches  for  drawn  bonds. 

By  an  arrangement  with  the  Russian  Government,  a  holder  of  Russian 
public  funds  may  deposit  them  without  charge,  and  the  certificate  of  deposit 
which  the  Bank  grants  is  held  valid  for  the  value  of  the  stocks  deposited. 
This  is  designed  to  obviate  the  inconvenience  resulting  from  Russian 
legislation  on  the  subject  of  lost,  destroyed,  or  stolen  negotiable  property, 
and  is  a  public  boon. 

The  writer  was  a  party  to  a  case  in  which  Russian  bonds  of  the  1862 
loan,  purchased  in  1871,  were  immediately  afterwards  lost  or  destroyed. 
The  loan  was  converted  in  1889,  and  the  Russian  Government,  after  some 
persuasion,  admitted  the  par  value  of  the  missing  bonds,  but  required  the 
holding  to  be  increased  by  15  per  cent,  and  the  whole  of  the  new  bonds  to 
be  deposited  at  St.  Petersburg  for  ten  years.  The  interest  was  paid 
regularly  and  the  capital  handed  back  in  1900. 

The  Great  Discount  Banks. — The  Bank  of  France,  although  the 
most  important,  is  not  the  sole  dispenser  of  credit  in  France.  Side  by  side, 
and  always  actively  competing  with  it,  have  grown  up  such  great  institu- 
tions as  the  Credit  Lyonnais,  the  Comptoir  National  d'Escompte  de  Paris, 
the  Soci£t£  G£n£rale,  and  the  Credit  Industriel  et  Commercial.  Some  of 
these  have  London  offices,  and  a  reference  to  voL  i.  p.  367  will  show  that 
many  of  these  foreign  banks  have  a  very  large  capital  entirely  paid  up,  so 
that  to  a  great  extent  they  lend  their  own  money. 

The  Credit  Lyonnais  stands  next  the  Bank  of  France  as  a  financial 
institution.  The  total  of  its  deposits  and  of  its  portfolio  are  even  greater 
than  those  of  the  Bank.  It  has  26  agencies  in  Paris,  116  in  the  depart- 
ments, 16  in  the  chief  cities  abroad,  and  agents  all  over  the  world.  It  is 
thus  in  close  touch  with  the  commerce  of  every  nation,  and  is  able,  and 
willing,  to  finance  many  of  their  Governments.  These  banks,  thanks  to 
their  greater  liberty,  attract  large  deposits  upon  low  terms,  and  demonstrate 
that  the  bank  cheque  is  able  to  compete  with  the  note  in  ordinary  times ; 
but  in  times  of  trouble  deposits  are  withdrawn,  and  it  is  then  that  the  Bank 
of  France  comes  forward  with  its  immense  resources. 

The  Credit  Foncier  de  France,  or  Mortgage  Bank  of  France,  is  an 
institution  founded  in  1852  to  conduct  the  business  that  its  name  implies. 
It  lends  up  to  50  per  cent  of  the  value  of  real  estate,  and  secures  itself  by 
a  first  mortgage.  A  regular  banking  business  is  also  carried  on.  The 
Foncier  has  been  of  great  assistance  to  growing  cities  by  financing  their 
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schemes  of  improvement  and  reproductive  works.  Its  premium  or  prize 
bonds  have  become  very  popular,  and  usually  fetch  more  than  their  par 
value,  as  buyers  are  stimulated  by  the  hope  of  winning  one  of  the  prizes, 
which  vary  from  1000  to  100,000  francs,  attached  to  their  drawings. 

For  the  purpose  of  assisting  cultivators  the  Foncier  started  a  Credit 
Agricole,  which  completely  failed  to  perform  what  it  was  expected  to  do. 

Private  Banks. — In  addition  to  the  incorporated  institutions,  France 
has  a  great  many  private  banks.  In  large  cities  their  customers  are  chiefly 
traders  and  manufacturers  in  certain  lines  of  business ;  thus  one  bank  may 
draw  its  business  principally  from  the  wine  and  spirit  trade,  another  from 
drapers,  etc.  Thus  the  bank  becomes  well  informed  about  its  customers,  and 
can  exercise  great  discrimination  in  case  of  need.  Their  transactions  are 
mostly  very  simple  and  include  dealings  on  the  Bourse.  No  detailed 
statistics  of  private  banks  are  published. 

Private  Savings  Banks,  under  Government  supervision,  number  about 
547,  with  1299  branches,  and  deposits  amounting  to  3264  millions  of 
francs. 

Postal  Savings  Banks,  introduced  in  1881,  hold  deposits  amounting 
to  1081  millions  of  francs. 

Banking  in  Holland 

By  the  end  of  the  sixteenth  century  the  commerce  of  Holland  had 
assumed  a  world-wide  character,  and  Amsterdam  had  become  an  emporium 
for  the  products  of  Europe  and  the  Indies  alike.  Naturally  the  merchants 
of  divers  nationalities  who  assembled  there  brought  with  them  as  many 
varieties  of  coinage  of  a  very  mixed  character,  in  all  stages  of  wear  and 
tear.  Sweating  and  clipping  of  coin  were  in  those  days  only  too  common, 
so  that,  when  all  these  circumstances  were  taken  into  account,  settling 
became  a  rather  complex  and  difficult  matter.  Gresham's  law  had  a  fine 
field  for  asserting  its  truth,  and  came  into  full  operation  accordingly.  Its 
action  was  not  fully  understood  in  those  days,  but  what  was  brought  home 
to  the  commercial  world  was  the  fact  that  all  the  best  and  heavy  coins 
mysteriously  disappeared  from  circulation,  while  the  light,  worn,  and 
clipped  variety  was  painfully  in  evidence.  This  result  was  attributed  to 
the  money  changers  and  dealers  in  specie,  and  rightly  so,  regarding  them  as 
the  active  instruments  for  executing  Gresham's  law.  Bankers  also  came 
in  for  a  share  of  the  general  censure,  inasmuch  as  it  was  erroneously 
believed  that  bills  of  exchange  as  a  substitute  for  money  had  also  contri- 
buted towards  the  depreciation  of  the  coinage.  Accordingly  in  1608-1609 
bankers  and  money  changers  were  suppressed.  It  was  made  punishable  by 
heavy  fines  to  hold  deposits,  or  pay  or  receive  money  for  another,  and  all 
persons  were  admonished  neither  to  pay  nor  receive  money  at  rates  higher 
than  the  legal  standard.  Transfers  and  bills  of  exchange  were  also  for- 
bidden, but  it  was  soon  found  necessary  to  relax  some  of  these  regulations. 
Meanwhile  the  city  authorities  had  been  maturing  a  plan  for  the  establish- 
ment of  a  great  institution  which  would  undertake,  under  public  control, 
the  business  of  receiving  deposits  of  cash  and  of  dealing  in  specie ;  these 
ideas  assumed  a  tangible  shape  with  the  foundation  of  the  celebrated  Bank 
of  Amsterdam  in  January  1609.  The  regulations  for  its  control  were  very 
simple.  Any  person  might  open  an  account  with  the  Bank  and  deposit 
coin  or  bullion ;  he  might  then  draw  on  his  account  and  transfer  sums  to 
the  account  of  another.  These  deposits  could  not  be  seized  by  legal  process, 
and  the  remuneration  of  the  Bank  was  one-fortieth  of  one  per  cent  on 
deposits  and  withdrawals. 
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To  duly  appreciate  the  services  rendered  by  the  Bank  it  must  be  borne 
in  mind  that  coins  of  all  sorts  and  conditions,  in  addition  to  bullion,  were 
accepted,  duly  appraised  at  the  legal  current  prices,  and  credited  accordingly. 
The  credit  as  it  stood  in  the  books  of  the  Bank  was  called  bank  money. 
Thus  bank  money  was  synonymous  with  full- weighted  current  coin,  and  it 
goes  without  saying  invariably  commanded  an  agio  or  premium  as  com- 
pared with  the  nondescript  ordinary  money  of  the  period  Small  change 
was  discriminated  against,  it  only  being  accepted  to  the  extent  of  3  per 
cent  in  the  form  of  schellingen.  Thus  the  very  practice  was  perpetuated 
and  accentuated  which  had  previously  been  legislated  against,  as  the  public 
very  soon  distinguished  between  "  bank  money  "  and  "  ordinary  money." 

As  time  went  on  the  Bank  gradually  departed  from  its  original  practice 
of  merely  receiving  deposits  and  repaying  them  on  demand,  and  finally  got 
into  difficulties  through  lending  too  freely  to  the  East  India  Company. 
Public  confidence  in  the  Bank  was  lost,  never  to  be  regained,  and  it  was 
closed  by  royal  decree  in  December  1819. 

Middleburg  established  a  bank,  similar  to  that  of  Amsterdam,  in  1616, 
which  lingered  on  after  some  changes  till  1878 ;  and  Rotterdam  established 
another  in  1635  which  gradually  died  out. 

The  later  history  of  banking  in  Holland  centres  in  the  Bank  of  the 
Netherlands.  like  the  other  great  banks  already  discussed,  it  is  a  private 
institution,  and  is  the  only  bank  of  issue  ever  established  in  the  country. 
It  was  founded  in  April  1814  with  the  help  of  the  Government,  but  for  the 
first  forty  years  of  its  existence  made  very  little  progress  in  any  branch  of 
banking.  This  is  attributed  to  the  fact  that  the  practices  of  discounting 
and  loaning  had  not  as  yet  developed  to  any  great  extent  in  Holland.  The 
Government  also  was  not  free  from  blame.  The  original  charter  did  not 
permit  the  Bank  to  lend  on  foreign  bonds,  or  discount  bills  bearing  fewer 
than  three  signatures,  and  all  loans  had  to  pass  through  the  hands  of  a 
notary.     Later  charters  removed  these  restrictions. 

The  Bank,  although  established  with  the  assistance  of  the  Government, 
has  always  maintained  a  very  independent  attitude,  even  when  the  Treasury 
has  been  in  actual  need  of  funds.  It  has  been  charged  with  lack  of  zeal 
in  the  public  service,  and  not  without  some  show  of  reason ;  for  though  the 
first  charter  permitted  branches  to  be  established  in  various  large  trade 
centres,  yet  nothing  came  of  it. 

The  second  charter  in  1838  directed  the  bank  to  open  a  branch  in 
Rotterdam,  but  this  was  not  done.  When  the  time  came  for  the  renewal 
of  the  charter  for  a  third  period,  many  persons  maintained  that  the  Bank 
had  not  justified  its  existence,  and  should  be  suppressed,  and  that  legislation 
should  be  enacted  whereby  any  one  might  issue  notes.  The  Dutch  Govern- 
ment did  not  adopt  these  views,  but  at  the  same  time  they  have  been  borne 
in  mind,  and  the  door  is  still  open  for  a  free  banking  system  should  it  ever 
be  deemed  desirable  to  establish  one. 

The  Act  of  1863  renewed  the  Bank's  charter  for  a  period  of  twenty-five 
years. 

Article  1  provided  that  no  other  bank  of  issue  should  be  established, 
and  no  foreign  bank  should  circulate  notes  except  by  special  law. 

Article  5  required  the  Bank  to  establish  a  branch  at  Rotterdam,  and  at 
least  one  agency  in  each  province,  besides  appointing  correspondents  where 
needed. 

The  branch  was  duly  established,  and  there  are  now  18  agencies  and 
sub-agencies ;  there  are  also  48  first  class,  14  second  class,  and  10  third  class 
correspondents'  offices. 
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The  difference  between  an  agency  and  a  sub-agency  is  immaterial  to  the 
public.  First  and  second  class  correspondents  carry  on  a  full  banking 
business. 

Third  class  correspondents  merely  collect  bills  and  other  documents,  so 
that,  omitting  these  and  including  the  head  office,  there  are  82  centres 
where  bills  are  discounted,  loans  granted,  notes  cashed,  issued  for  specie,  or 
exchanged  for  others. 

Article  7  limited  the  credit  operations  of  the  Bank  to  discounting 
commercial  paper  and  granting  loans  on  collateral.  It  was  forbidden  to 
lend  on  mortgage,  on  security  of  ships,  or  note  of  hand;  nor  might  it 
purchase  bonds  or  goods,  but  might  invest  its  reserve  in  the  national  debt 
and  in  mortgage  bank  bonds. 

The  Act  of  1863  forbade  the  Bank  investing  in  foreign  bills,  whereas  we 
have  seen  that  bills  on  England  are  a  special  feature  in  the  operations  of 
the  Beichsbank.     This  anomaly  has  now  been  removed. 

The  charter  of  the  Bank  came  up  for  renewal  in  August  1888,  when  its 
capital  was  raised  to  its  present  figure  of  20,000,000  florins ;  one-fifth  of 
this  may  be  invested  in  certain  bonds,  and  foreign  bills  may  be  purchased. 

The  Bank  reserve  is  regulated  by  royal  decree  upon  application  by  the 
directors  of  the  Bank.  This  was  settled  in  April  1864,  and  has  not  been 
revised  since. 

A  ratio  of  two-fifths  is  laid  down  between  the  metallic  reserve  on  the  one 
hand  and  the  total  cash  liabilities  on  the  other,  i.e.  note  circulation,  current 
bank  bills,  and  deposits.  Thus,  presuming  the  note  circulation  amounted  to 
90  millions,  current  bank  bills  to  1  million,  and  deposits  to  9  millions,  then 
the  metallic  reserve  should  be  40  millions;  but  if  it  happened  to  be  45 
millions  then  there  would  be  a  surplus  reserve  of  5  millions. 

The  present  Bank  charter  dates  from  1st  April  1889,  and  expires  on 
31st  March  1904 ;  but,  as  provided  by  law,  the  Government  has  already 
given  notice  that  it  does  not  intend  to  continue  the  concession  for  another 
period  without  modification. 

The  affairs  of  the  Bank  are  supervised  by  a  Government  official,  and  the 
king  nominates  the  president  and  secretary. 

Of  the  profits  the  stockholders  first  take  5  per  cent  on  their  capital.  Of 
the  balance  10  per  cent  goes  to  reserve  until  the  fund  has  reached  5,000,000 
florins.  The  remainder  is  equally  divided  between  the  Bank  and  the  State, 
but  when  the  shareholders  have  received  a  dividend  of  7  per  cent  two-thirds 
of  the  balance  remaining  go  to  the  State,  and  one-third  to  the  Bank. 

When  requested  the  Bank  must  grant  loans  to  the  Government  up  to  a 
total  of  5,000,000  florins  at  the  usual  rate  of  interest  upon  security  of 
Treasury  notes,  but  this  obligation  is  inoperative  when  the  "  surplus  reserve" 
falls  below  10,000,000  florins.  Investments  in  foreign  bills  must  not  exceed 
the  "  surplus  reserve  "  for  more  than  fourteen  consecutive  days.  Should  the 
surplus  reserve  become  reduced  by  exportations  of  coin  and  bullion,  the 
Bank  would  be  obliged  to  realise  on  its  foreign  bills,  supposing  their  amount 
to  have  already  reached  the  maximum,  but,  as  a  matter  of  fact,  the  foreign 
bills  always  fall  short  of  the  maximum,  and  the  Bank  continues  in  a  position 
to  go  on  lending. 

The  currency  of  the  Netherlands  consists  chiefly  of  silver  and  paper. 
Before  1875  the  country  had  a  silver  standard,  but  in  that  year  a  bill  passed 
the  States-General  for  the  unrestricted  coinage  of  gold  10  guilder  pieces. 
The  free  coinage  of  silver  was  temporarily  suspended  in  1874,  and  again  for 
an  indefinite  period  in  1877.  In  addition  to  gold  the  silver  coinage  previous 
to  1875  is  legal  tender ;  the  monetary  system  has  been  maintained  at  parity 
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by  treating  the  large  silver  coins  as  redeemable  in  gold.  They  are  now 
being  minted  gradually  into  small  change  for  Holland  and  Java. 

The  Netherlands  Bank  furnishes  gold  freely  for  export,  but  sparingly 
for  home  circulation,  and  in  this  respect  pursues  a  policy  directly  opposite 
to  that  of  the  Bank  of  France.  The  idea  is  to  maintain  a  healthy  state  of 
foreign  exchange,  because  the  Bank  is  convinced  that  a  refusal  of  gold  for 
export  would  send  the  metal  to  a  premium,  and  force  a  silver  standard  upon 
the  nation.  During  the  years  1880-84  the  Bank's  stock  of  gold  was  depleted 
in  a  most  alarming  manner,  but  thanks  to  prompt  and  drastic  measures  the 
danger  was  boldly  met  and  averted.  The  Dutch  monetary  system  proves 
that  it  is  quite  possible,  within  limits,  to  maintain  a  gold  standard  with 
very  little  gold,  while  the  principal  currency  is  silver  and  paper. 

The  Dutch  standard  coin  is  the  10  gulden  piece,  containing  6*720 
grammes  of  gold  ^  fine,  which  gives  as  a  par  of  exchange  £1  =  1211 
gulden  nearly.  The  silver  florin,  gulden,  or  guilder,  weighs  10  grammes, 
'945  fine.  In  addition  to  the  ordinary  circulation  of  the  Bank  of  the 
Netherlands,  to  which  there  is  no  limit,  there  is  an  issue  of  Government 
notes  of  10,  50,  and  100  gulden  to  the  amount  of  15,000,000  gulden 
(£1,250,000).  These  are  redeemable  in  cash  at  the  Netherlands  Bank,  but 
the  Government  provides  the  necessary  means  in  the  shape  of  a  "  fund  for 
ensuring  the  convertibility  of  Government  notes  against  coin."  This  con- 
sists of  23,132,700  gulden  inscribed  in  the  register  of  the  national  debt. 

There  are  one  or  two  functions  performed  by  the  Bank  which  are 
extremely  helpful  to  trade.  In  the  first  place,  any  person  may  obtain  a 
bank  bill  for  any  amount,  at  any  bank  office,  for  a  commission  of  30  cents 
(6<L),  in  addition  to  the  face  value ;  and,  secondly,  persons  having  current 
accounts  with  the  Bank  may  transfer  or  pay  into  each  other's  credit  what- 
ever sums  they  please  free  of  charge ;  the  customers  need  not  reside  in  the 
same  town.  By  these  means  transfers  and  payments  to  the  extent  of 
£35,000,000  annually  are  effected. 

The  Netherlands  Bank,  although  the  only  note-issuing  institution  in 
Holland,  is  not  the  only  banking  corporation.  There  are  many  other  firms 
or  institutions  engaged  in  one  form  of  banking  or  another.  In  country 
places  money  is  often  placed  in  the  hands  of  solicitors  for  investment. 
This  is  loaned  to  customers  in  their  immediate  circle,  but  a  great  proportion 
finds  its  way  to  Amsterdam,  and  is  invested  in  the  usual  manner. 

Banes  of  Deposit. — According  to  Dutch  commercial  law  the  business 
of  a  banker  (kassier  or  cashier)  consists  solely  in  taking  charge  of  money 
belonging  to  individuals  or  institutions,  and  repaying  the  same  on  demand. 
These  cashiers,  as  they  were  called,  have  almost  entirely  disappeared,  but 
there  is  at  least  one  firm,  the  Associate  Cassa  of  Amsterdam,  which  does 
business  on  the  old  lines.  All  its  loans  are  made  out  of  capital,  or  from 
deposits  specially  designated  for  that  purpose.  No  other  banks  are  conducted 
on  this  plan. 

Dutch  banks  of  deposit  approach  very  nearly  to  the  English  type.  Of 
the  funds  entrusted  to  them  they  only  keep  sufficient  for  till-money,  the 
remainder  being  invested  at  call  or  otherwise,  and  all  rely  with  confidence 
upon  the  facilities  granted  by  the  Bank  of  the  Netherlands  for  obtaining 
credit.  Their  operations,  if  limited  companies,  are  restricted  to  a  great 
extent,  for  they  may  not  grant  loans  on  real  estate  or  on  note  of  hand, 
neither  may  they  buy  bonds  for  their  own  account  except  to  a  limited 
extent. 

Other  institutions  use  their  resources  in  any  way  they  think  fit,  and  it 
is  only  in  Amsterdam  and  Rotterdam  that  the  genuine  bank  of  deposit  is 
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to  be  found.  In  those  cities  the  banker  is  also  the  stockbroker,  and  some- 
times the  credit  society  or  its  agent. 

The  system  of  deposit  banking  is  not  yet  very  strongly  developed  in 
Holland,  neither  is  the  cheque  so  well  known  as  in  England.  The  bank 
note  is  used  instead,  and  its  circulation  per  head  is  the  second  largest  in  the 
world,  that  of  France  alone  being  greater.  This  shows  that  bank  notes 
have  an  exceedingly  wide  range,  and  have  not  been  superseded  by  other 
instruments  of  credit  better  adapted  for  economy  in  the  use  of  coin. 

Credit  Societies  (Credit- vereenigingen). — These  are  quite  different 
from  the  German  Credit-vereine,  their  business  is  on  a  large  scale,  and  is 
not  specially  designed  to  satisfy  the  demand  for  small  loans.  The  liability 
of  each  member  is  limited  to  the  amount  of  his  share,  which  is  the  maximum 
loan  he  can  obtain  by  any  means  whatever.  The  society  has  its  own 
capital,  composed  of  the  subscriptions  of  its  members,  which  are  (a)  borrow- 
ing, and  (6)  non-borrowing.  Each  borrower  must  pay  up  a  certain  per- 
centage of  his  share,  and  give  his  acceptance  at  three  months  or  thereabouts; 
the  society  can  then  discount  this  at  the  Bank  or  elsewhere,  and  has  thus 
another  source  to  draw  upon,  together  with  deposits,  which  are  accepted, 
and  current  account  balances.  These  credit  societies  are  establishing 
agencies,  and  are  gradually  spreading  all  over  the  country. 

Miscellaneous  Banes.  —  There  are  many  other  establishments  in 
Holland  which  do  not  come  under  either  of  the  above  headings.  Their 
operations  are  of  a  very  wide  nature,  and  include  bills  of  lading,  the  pur- 
chase and  sale  of  bonds,  bills  of  exchange,  and  coupons.  Financial  com- 
missions of  all  kinds  are  also  undertaken,  and  many  houses  do  a  regular 
banking  business. 

Post  Office  Savings  Banks  were  established  in  1881.  Their  functions 
are  well  known. 

Mortgage  Banes  also  exist.  They  issue  mortgage  bonds,  and  thus 
procure  the  means  to  lend  on  real  estate  for  long  terms. 

Banking  in  Italy 

Historical. — If  England  is  the  mother  of  parliaments,  Italy  is  the 
mother  of  banks. 

The  Bank  of  Venice,  usually  considered  to  be  the  oldest  bank,  was 
founded  in  1156  as  a  result  of  forced  loans,  whereby  the  State  carried  on 
its  wars  with  the  Roman  Empires  of  the  East  and  West. 

These  loans  were  converted  into  perpetual  annuities,  and  Government 
Commissioners  issued  stock  certificates  to  creditors,  the  bank  being  at  this 
stage  merely  a  transfer  office  for  the  national  debt,  which  served  certain 
purposes  of  exchange  in  those  days,  much  as  similar  securities  do  now. 

It  was  not  until  the  latter  part  of  the  sixteenth  century  that  deposit 
banking  took  its  rise  in  Venice,  when  foreign  coins  were  received  at  their 
bullion  value,  and  certificates  issued  promising  to  pay  an  equal  weight  of 
bullion  of  the  same  fineness. 

The  Bank  of  Venice,  as  usually  known,  was  founded  by  decree  of  the 
Senate  in  1619. 

In  1344  the  Government  of  Florence  owed  about  £60,000,  and  being 
unable  to  pay  it,  converted  the  whole  into  transferable  stock,  which  was 
called  a  Mount  or  Bank  (literally,  a  heap).  Monte  was  the  Italian  term 
for  a  joint-stock  fund,  thus  different  Venetian  loans  were  termed  Monte 
Vecchio,  Monte  Nuovo,  Monte  Nuovissimo  (old,  new,  newest).  The  Mont 
de  Pi£t£  at  Paris  and  Monte  dei  Paschi,  a  mortgage  bank  at  Sienna,  are 
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other  examples  of  the  use  of  the  word.  The  Germans  had  considerable 
commercial  relations  with  Northern  Italy  at  this  period,  and  their  equiva- 
lent word  was  Banck,  which  was  promptly  Italianised  into  Banca ;  from 
this  the  English  form  is  easily  seen.  In  the  early  days  of  American  finance 
a  rt  bank "  was  invariably  connected  with  the  issue  of  a  batch  of  paper 
money.  The  term  was  applied  to  the  sum  of  money  in  contradistinction 
to  the  institution  itself. 

The  wars  of  the  fourteenth  century  led  to  the  formation  of  the  Bank  of 
Genoa,  while  the  multiplicity  of  Government  creditors  was  the  reason  for 
founding  the  Bank  of  St.  George  in  1407,  which  became  the  State  banker 
and  financial  adviser  from  that  time  forward. 

The  private  bankers  of  the  great  cities  of  Italy  were  the  original  proto- 
types of  modern  loan  and  deposit  banks ;  the  Jews  were  the  money-lenders 
of  the  dark  ages,  the  business  being  left  entirely  in  their  hands  owing  to 
the  Christian  abhorrence  of  usury.  Presently  the  Christians  began  to 
expel  the  Jews  from  one  country  after  another,  and  then  the  Christian 
merchants  of  Lombardy  and  elsewhere  began  to  remit  money  by  bills  of 
exchange  and  to  lend  at  interest.  The  circulation  of  notes  payable  to 
bearer  and  redeemable  on  demand  in  coin  was  not  developed  until  the  time 
of  the  Bank  of  Amsterdam.  The  wars  of  Napoleon  changed  the  bound- 
aries of  states,  destroyed  the  freedom  of  the  great  cities  of  Italy,  and 
brought  most  of  the  old  banks  to  an  end. 

The  first  successful  attempt  to  found  a  modern  bank  in  Italy  resulted 
in  the  Bank  of  Genoa,  established  in  1844  with  a  capital  of  4,000,000  lire, 
in  addition  to  which  it  received  a  Government  subsidy  of  like  amount,  on 
which  it  paid  2  per  cent  interest.  It  was  supervised  by  two  royal 
commissioners. 

The  Bank  of  Turin  was  founded  in  1847  with  a  capital  of  4,000,000 
lire,  but  the  troubles  of  1848  caused  it  to  unite  with  the  Bank  of  Genoa  at 
the  end  of  1849,  under  the  new  title  of  "  National  Bank  of  Sardinia,"  with 
offices  at  Genoa  and  Turin. 

In  1848  the  Bank  of  Genoa  lent  the  Government  20,000,000  lire,  its 
notes  were  made  forced  legal  tender,  and  its  circulation  increased  by 
20,000,000  lire ;  the  loan  was  repaid  and  specie  payments  resumed  next 
year.  From  this  time  the  Bank  became  intimately  connected  with  the 
fortunes  of  the  rising  kingdom  of  Sardinia,  its  sphere  gradually  extending 
with  the  successes  of  the  royal  arms. 

It  was  reorganised  in  1859  as  the  National  Bank  of  the  kingdom  of 
Italy,  with  an  increased  capital  of  40,000,000  lire,  and  three  coequal 
head  offices  in  Genoa,  Turin,  and  Milan  respectively.  Branches  were  estab- 
lished in  many  of  the  chief  cities,  in  some  cases  absorbing  the  leading 
banks  already  existing  there. 

The  conquest  of  the  two  Sicilies  did  not  result  in  the  destruction  of 
the  Banks  of  Naples  and  Sicily,  but  several  branches  of  the  National 
Bank  were  planted  in  the  southern  portion  of  the  newly  consolidated 
kingdom. 

It  was  not  until  August  1893  that  the  constitution  of  the  Bank  was 
radically  changed,  although  it  was  compelled  to  enter  into  close  relations 
with  the  Government,  and  accept  forced  legal  tender  for  its  notes  in  order 
to  supply  the  State  with  funds.  When  the  war  of  1866  broke  out  specie 
payments  were  suspended,  but  forced  legal  tender  applied  only  to  the 
notes  of  the  National  Bank,  which  was  also  required  to  furnish  notes  to 
the  other  banks  without  charge. 

It  was  the  intention  of  the  Government  to  unify  the  banking  as  well 
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as  the  political  system  of  the  kingdom,  but  existing  rights  were  respected. 
No  new  bank  was  permitted  to  be  established  without  special  legislation, 
but  there  were  five  other  banks  of  issue  doing  business  side  by  side  with 
the  National  Bank.  These  were  the  Bank  of  Naples,  the  Bank  of  Sicily, 
the  National  Bank  of  Tuscany,  the  Tuscan  Bank  of  Credit,  and  the  Boman 
Bank.  They  complained  that  they  suffered  on  account  of  the  special  treat- 
ment accorded  to  the  National  Bank,  and  to  remedy  this  the  Consorzio  was 
established  in  1874. 

By  this  arrangement  the  banks  were  formed  into  a  syndicate  for  the 
withdrawal  of  Government  notes  and  substitution  of  the  notes  of  the 
National  Bank,  which  were  to  be  legal  tender  throughout  the  kingdom, 
while  the  notes  of  the  other  banks  were  to  be  legal  tender  only  in  their 
own  provinces. 

The  associated  banks  were  required  to  supply  the  Government  with 
credit  to  the  amount  of  1,000,000,000  lire,  a  certain  portion  being  in  gold. 
The  Consorzio  came  to  an  end  in  1884,  when  forced  legal  tender  was  also 
abolished. 

During  1892-93  the  entire  banking  system  of  Italy  almost  collapsed. 
The  crisis  commenced  with  the  suspension  of  specie  payments  and  the 
failure  of  the  Boman  Bank.  It  was  found  that  most  of  the  banks  had 
illegally  increased  their  circulation  with  the  connivance  of  public  officers, 
and  had  locked  up  their  funds  in  investments  not  easily  realised.  Upon 
investigation  it  was  ascertained  that  huge  sums  had  been  paid  to  ministers, 
deputies,  and  others,  either  as  gifts  or  ostensible  loans.  When  the  full 
extent  of  the  disaster  had  been  ascertained,  it  was  seen  that  a  clean  sweep 
of  the  old  system  could  not  be  avoided,  and  the  occasion  was  seized  as  a 
further  step  in  the  policy  of  consolidation. 

The  new  law  of  August  1893  provided  for  the  amalgamation  of  the 
National  Bank  of  the  kingdom  of  Italy  with  the  National  Bank  of 
Tuscany  and  the  Tuscan  Bank  of  Credit.  The  new  institution  was  called 
the  Bank  of  Italy,  but  there  is  no  Bank  of  Italy  in  the  same  sense  as  the 
Bank  of  France,  the  Bank  of  the  Netherlands,  and  the  kindred  institutions 
of  England  and  Germany. 

The  Boman  Bank  had  already  passed  away;  thus  there  remain  in 
Italy  three  great  banks  of  issue — the  Bank  of  Italy,  the  Bank  of  Naples, 
and  the  Bank  of  Sicily. 

The  former  was  required  to  establish  branches  wherever  those  of  the 
National  Bank  of  Tuscany  previously  existed.  The  capital  was  fixed  at 
300,000,000  lire,  and  its  privileges  confirmed  for  twenty  years.  The 
maximum  limit  of  circulation  during  the  continuance  of  forced  legal  tender 
was  800,000,000  lire  for  the  Bank  of  Italy,  242,000,000  for  the  Bank  of 
Naples,  and  55,000,000  for  the  Bank  of  Sicily.  By  1907  these  sums 
must  be  reduced  to  630,000,000,  190,000,000,  and  44,000,000  respectively ; 
and  each  bank  must  possess  a  reserve  equal  to  one-third  of  its  circulation, 
failing  which  the  circulation  must  be  reduced  within  three  months,  and 
the  amount  of  the  reduction  transferred  to  the  banks  which  possess  or  pay 
in  the  necessary  reserve. 

The  authorised  circulation  may  be  increased  provided  the  excess  be 
covered  by  legal  coin  or  gold  bullion ;  it  may  also  be  increased  for  the 
purpose  of  lending  to  the  Government. 

The  reserves  of  the  banks  when  on  a  specie  basis  are  fixed  at  two-fifths 
of  the  circulation,  composed  of  one -third  coin  or  bullion,  and  the  re- 
mainder in  approved  foreign  bills.  At  least  three-fourths  of  the  metallic 
reserve  must  be  in  gold. 
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Banks  of  issue  are  permanently  supervised  by  the  ministers  of  Com- 
merce and  the  Treasury,  who  make  a  special  inspection  every  two  years, 
and  report  to  Parliament  within  three  months. 

The  new  banking  law  did  not  remedy  the  evils  of  a  depreciated 
currency,  and  the  Government  was  again  obliged  to  issue  more  paper  in 
order  to  supply  its  pressing  needs.  In  January  1894  the  Bank  of  Italy 
was  permitted  to  issue  an  additional  90,000,000  lire,  the  Bank  of  Naples 
28,000,000,  and  the  Bank  of  Sicily  7,000,000;  the  penal  law  on  these 
issues  was  reduced  to  two-thirds  of  the  rate  of  discount. 

A  month  later  the  circulation  of  State  notes  was  limited  to  600,000,000 
lire,  and  the  banks  were  allowed  to  redeem  their  notes  on  demand  at  their 
market  value,  provided  that  they  transferred  200,000,000  lire  in  gold  to  the 
credit  of  the  Government,  and  accepted  a  fresh  issue  of  Government  notes 
instead ;  but  the  volume  of  outstanding  notes  was  not  reduced,  and  the  gold 
withdrawn  from  the  banks  was  not  replaced.  Such  financiering  merely 
intensified  the  deplorable  state  of  the  currency,  and  what  the  Government 
gained  on  the  one  hand  it  lost  on  the  other  by  increased  adverse  rates  of 
foreign  exchange  and  diminished  gold  value  of  the  Treasury  receipts. 

As  an  expedient  to  protect  the  Treasury  the  coupons  of  the  national 
debt  were  taxed  20  per  cent,  which  was  simply  another  way  of  reducing  the 
interest  from  5  to  4  per  cent. 

The  depreciated  paper  drove  even  the  subsidiary  coinage  out  of 
circulation,  which  found  its  way  principally  to  France  and  Switzerland. 
At  one  period  it  was  found  that  over  40  per  cent  of  the  French  subsidiary 
circulation  consisted  of  coins  of  other  States  composing  the  Latin  Union, 
but  mainly  Italian.  Means  were  taken  for  sending  back  these  coins,  and 
the  Italian  Government,  in  order  to  prevent  its  silver  from  again  straying 
abroad,  locked  it  up  in  the  Treasury  and  issued  small  notes  against  it. 

A  special  inquiry  into  the  condition  of  the  banks  gave  but  faint  hopes 
of  the  restoration  of  a  healthy  state  of  affairs,  but  an  attempt  in  this  direc- 
tion was  embodied  in  the  arrangement  of  February  1895,  which  the  Bank 
of  Italy  was  practically  obliged  to  accept. 

By  its  terms  the  banks  were  allowed  fifteen  years  in  which  to  realise 
their  unavailable  assets,  and  the  Bank  of  Italy  undertook  the  winding  up 
of  the  Soman  Bank,  receiving  for  its  services,  after  giving  certain  guaran- 
tees, the  custody  of  provincial  public  funds.  Sums  above  40,000,000  lire 
were  to  bear  interest  at  1£  per  cent.  The  Bank  was  to  deposit  50,000,000 
lire  in  national  securities  with  the  Treasury  as  a  guarantee  fund,  and  after 
six  years  to  increase  the  amount  to  90,000,000  lire;  at  the  same  time 
advances  to  the  Government  were  to  be  increased  from  90,000,000  to 
100,000,000  lire.  Shareholders  were  required  to  pay  up  a  further  sum  of 
30,000,000  lire  on  their  shares,  and  to  reduce  the  capital  by  a  like  amount. 
As  a  reserve  fund  to  cover  losses  by  the  Soman  Bank,  the  sum  of 
4,000,000  lire  was  to  be  set  aside  in  1894, 5,000,000  lire  in  1895,  and  after- 
wards 6,000,000  lire  annually;  any  profit  remaining  might  be  divided 
among  the  shareholders  to  the  extent  of  40  lire  per  share. 

The  Schulze-Delitzsch  co-operative  institutions  of  Northern  Italy  are  a 
special  feature  of  the  national  banking  system.  Their  capital  consists  of 
the  paid-up  shares  of  the  associates,  who  must  hold  at  least  one  each,  and 
complete  their  subscriptions  within  three  months.  A  society  is  worked  by 
meetings  of  its  members  formed  into  various  committees,  such  as  the 
Council  of  Administration,  the  Discount  Committee,  and  Committee  of 
Experts. 

Ordinary  commercial  paper  is  discounted,  and  advances  made  upon 
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warehouse  warrants.  The  society  also  grants  loans  on  honour  only,  with- 
out security,  to  persons  of  good  reputation  who  have  a  trade  or  shop,  and 
are  recommended  by  two  sponsors.  The  maximum  amount  of  a  loan 
under  these  conditions  is  100  lire,  repayable  by  weekly  instalments. 

In  Southern  Italy  the  three  great  banks  of  issue  pursue  an  equally 
beneficent  course  towards  small  traders,  cultivators,  and  even  labourers.  The 
law  of  1887  also  permitted  them  to  grant  loans  for  agricultural  purposes. 

But  the  people's  banks  obtain  a  very  valuable  privilege  from  the  great 
banks,  inasmuch  as  they  can  get  their  commercial  paper  rediscounted  by 
them  at  very  low  rates.  The  Bank  of  Naples  rediscounts  at  1  per  cent 
below  its  usual  rate,  and  the  Bank  of  Sicily  deals  with  the  people's  banks 
in  an  equally  liberal  manner. 

On  the  other  hand,  the  great  banks  find  that  they  are  in  a  great 
measure  relieved  of  the  difficulty  of  discriminating  between  the  different 
classes  of  paper  offered  them.  The  officials  of  the  popular  banks  have  such 
a  wide  knowledge  of  their  borrowers,  that  their  paper  is  selected  with 
extreme  care,  fraud  is  rare,  and  practically  impossible.  The  relationship 
between  the  two  is  very  similar  to  that  existing  between  the  London  bill 
brokers  and  their  patrons  the  big  banking  corporations. 

In  the  year  1899  there  were  818  co-operative  credit  societies  and 
popular  banks  in  Italy,  in  addition  to  158  ordinary  credit  companies,  and 
eleven  establishments  of  the  Credit  Foncier.  Post  Office  Savings  Banks, 
established  in  1876,  numbered  5233,  and  there  were  464  private  Savings 
Banks,  all  subject  to  Government  regulation  and  supervision. 

The  deposits  in  the  Post  Office  Savings  Banks  amounted  to  628,000,000, 
and  in  ordinary  banks  to  1,431,000,000  lire. 

It  is  pleasant  to  record  that  the  strenuous  efforts  put  forth  by  the 
Italian  Government  during  the  past  few  years  with  the  object  of  restoring 
the  finances  of  the  country  are  meeting  with  great  success.  It  is  a  striking 
fact  that  in  1895  the  circulation  of  the  three  great  banks  of  issue  amounted 
to  a  grand  total  of  1,055,000,000  lire,  which  sum  was  reduced  in  1900  to 
471,000,000  lire.  The  following  extract  from  a  recent  issue  of  the 
Financial  News  (July  1903),  gives  an  admirable  summary  of  the  present 
situation : — 

"  For  some  years  past  the  material  conditions  prevailing  in  Italy  have 
undergone  steady  and  almost  uninterrupted  improvement.  The  natural 
resources  of  the  country  have  been  systematically  developed,  old  industries 
have  been  revived  and  modernised,  and  new  industries  have  been  successfully 
established  especially  in  the  northern  and  central  districts.  Economies  of  a 
far  reaching  character  have  been  introduced  and  insisted  upon,  alike  by 
the  Government  and  by  the  more  go-ahead  of  the  local  authorities,  and  in 
place  of  serious  deficits  in  the  public  finances  year  after  year,  recent 
budgets  have  shown  balances  on  the  right  side.  The  result  has  been  seen 
in  a  marked  advance  in  Italian  credit  and  in  the  value  of  Italy's  securities. 

"  Less  than  a  decade  ago  Italian  Bentes  stood  at  about  71 ;  they  have 
since  risen  to  well  over  par ;  and  the  fact  that  the  exchange  on  London 
and  Paris,  which  not  many  years  ago  involved  a  loss  of  fully  16  per  cent 
to  Italian  traders,  has  steadily  fallen  to  the  normal  level  is  an  especially 
favourable  feature  in  the  economic  condition  of  the  country." 

Banking  in  Japan 

Paper  money  was  used  in  Japan  from  a  very  early  period,  but  its 
modern  history  may  be  said  to  date  from  the   overthrow  of  the  feudal 
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system  in  1868,  when  the  Mikado  assumed  full  control  of  the  government 
of  the  country.  In  order  to  pay  the  indemnities  granted  to  the  feudal 
lords  as  compensation  for  the  surrender  of  their  ancient  rights,  it  was 
considered  advisable  to  continue  the  circulation  of  the  existing  paper 
money;  this  was  presently  followed  by  a  new  and  improved  issue  which 
attained  to  a  still  wider  circulation  than  the  old. 

The  birth  of  the  banking  system  of  Japan  may  be  traced  to  the 
establishment  of  "exchange  houses"  in  many  parts  of  the  country  in 
1869,  but  these  did  not  prosper,  and  the  next  step  was  the  establishment 
of  National  Banks  under  the  Government  National  Bank  Regulations  of 
1872,  which  followed  rather  closely  the  National  Bank  system  of  the 
United  States. 

The  legislation  of  1872  was  intended  chiefly  to  maintain  the  value  of 
the  Government  paper  money,  the  redemption  of  which  was  partially 
provided  for  by  the  issue  of  Government  stock.  Banks  were  required  to 
secure  their  circulation  with  stock,  the  notes  being  redeemable  in  gold  on 
demand ;  but  this  was  soon  found  to  be  impracticable  on  account  of  the 
persistent  depreciation  of  silver  and  the  excess  of  paper. 

Thereupon  the  National  Bank  regulations  of  1872  were  hastily  re- 
modelled in  1876,  the  banks  being  authorised  to  redeem  their  notes  in 
Government  paper.  Bank  capital  was  allowed  to  take  the  shape  of  any 
kind  of  Government  stock,  which  was  to  be  deposited  with  the  Treasury  in 
return  for  80  per  cent  of  the  amount  in  circulating  notes. 

The  next  five  or  six  years  saw  a  great  increase  in  the  number  of  banks, 
which,  including  branches,  numbered  260  in  1880  ;  but  the  state  of  affairs 
continued  to  grow  worse.  Paper  fell  40  per  cent  below  silver  in  value, 
and  50  per  cent  below  gold,  while  a  further  issue  of  Government  paper  to 
pay  the  cost  of  putting  down  the  rebellion  of  1877-78  merely  aggravated 
monetary  conditions. 

An  immediate  effort  was  made  to  restore  something  like  order  in  the 
financial  system  by  the  suspension  of  further  issues  of  paper,  and  the 
issue  of  short-term  interest  bearing  Treasury  bonds  redeemable  in 
Government  notes,  in  addition  to  long-term  7  per  cent  bonds  redeemable 
in  silver.  A  certain  portion  of  these  bonds  were  redeemed  by  annual 
drawings,  and  an  equal  quantity  of  paper  money  burnt.  Measures  such 
as  these  have  always  proved  efficacious  under  similar  conditions,  and  the 
usual  result  followed  here. 

Having  got  rid  of  the  incubus  of  the  feudal  system  the  domestic 
industry  of  Japan  soon  broke  forth  into  foreign  exports,  which  gave  rise 
to  inpouring  streams  of  foreign  silver  in  return.  Banks  bought  up  the 
depreciated  paper  in  such  quantities  that  the  issue  of  bonds  was  curtailed 
lest  a  deficiency  of  currency  should  follow.  Specie  was  received  by  the 
Customs  at  its  current  value  in  paper,  which  a  few  years  later  was  quoted 
in  the  neighbourhood  of  par. 

It  was  in  1881  that  Count  Matsukata  Masayoshi  assumed  the  supreme 
control  of  the  finances  of  Japan.  A  few  years  before,  when  vice-minister 
of  Finance,  he  had  successfully  initiated  a  system  of  private  ownership  of 
land,  combined  with  land  taxation  and  a  conversion  of  the  hereditary 
pensions  of  the  warrior  class  into  bonds.  It  may  well  be  imagined  that 
the  Count  was  by  no  means  satisfied  with  the  existing  order  of  things,  it 
being  the  great  aim  of  this  "financier  of  the  first  order"  to  set  the 
banking  and  monetary  system  of  his  country  upon  a  firm  and  enduring 
foundation. 

His  travels  in  Europe  and  America,  and  his  close  observation  and  study 
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of  the  various  systems  of  the  West,  admirably  qualified  him  for  the  task, 
the  results  of  which,  together  with  a  description  of  the  means  whereby 
these  results  were  attained,  he  has  embodied  in  his  Report  on  the  Adoption 
of  the  Gold  Standard  in  Japan,  from  which  much  of  the  information 
contained  in  this  article  is  extracted. 

As  already  stated,  the  modified  system  of  1876  was  hasty,  and  therefore 
imperfect.  The  existing  banks  were  comparatively  small  and  situated  in 
circumscribed  localities,  their  business  relations  were  of  the  most  meagre 
description,  and  esprit  de  corps  there  was  none.  A  state  of  affairs  was 
possible  in  which  one  bank  might  hold  an  ample  surplus,  while  its 
neighbour  was  in  dire  need ;  but  mutual  assistance  was  neither  expected 
nor  afforded. 

The  minister  of  Finance  of  the  day  felt  that  adjustment  of  the 
Government  paper  was  needed,  and  that  to  do  this  satisfactorily  a  great 
central  bank  was  necessary,  which  should  also  be  invested  with  the  sole 
privilege  of  issuing  convertible  bank  notes. 

It  would  also  serve  as  the  supreme  organ  for  regulating  the  currency  of 
the  country,  for  discounting  bills  of  exchange  in  order  to  regulate  the 
influx  and  efflux  of  specie  and  bullion,  and  for  performing  certain  services 
for  the  Treasury  so  as  to  simplify  the  business  of  the  Exchequer. 

It  was  contended  that  a  big  central  bank,  if  established,  would — 

1.  Facilitate  the  circulation  of  currency  throughout  the  country. 

2.  Be  able  to  supply  capital  to  National  Banks,  as  well  as  to  trading 

and  manufacturing  companies. 

3.  Lower  the  current  rate  of  interest,  because  it  would  increase  the 

supply  of  loanable  capital 

4.  Transact  Government  business  to  the  advantage  of  the  Government, 

and  establish  foreign  correspondence. 

Accordingly,  the  Bank  of  Japan  (Nippon  Ginko)  was  founded  on 
October  10,  1882,  with  limited  liability  and  a  capital  of  10,000,000  yen, 
since  increased  to  30,000,000  yen.  The  head  office  is  situated  in  Tokio, 
with  eighteen  branches  elsewhere,  and  its  charter  runs  for  thirty  years.  Its 
shares  are  all  registered,  and  only  Japanese  subjects  may  hold  them. 
Shareholders  must  be  approved  by  the  minister  of  Finance.  The 
management  of  the  Bank  is  entrusted  to  a  governor,  vice-governor,  and 
four  directors ;  there  are  also  from  three  to  five  auditors. 

The  first  notes  issued  by  the  Bank  were  redeemable  in  silver  on 
demand,  and  it  was  by  their  instrumentality  that  the  disparity  between 
silver  and  paper  money  disappeared  in  1886. 

The  Bank  was  allowed  an  uncovered  circulation  of  85,000,000  yen,  of 
which  not  more  than  27,500,000  yen  were  to  replace  bank  notes  cancelled 
after  1887. 

The  German  "elastic  limit"  was  also  adopted,  together  with  the 
accompanying  tax  of  5  per  cent  upon  excess  issues ;  but  of  course  the 
circulation  might  be  increased  to  any  extent  when  covered  by  specie. 
The  circulation  not  covered  by  specie  must  be  covered  by  good  commercial 
paper  or  Treasury  bonds. 

The  Act  of  1883  provided  for  the  retirement  of  the  notes  of  the  local 
banks  at  the  expiration  of  the  twenty  years  for  which  they  were  chartered  by 
means  of  funds  deposited  with  the  Bank  of  Japan.  The  charters  of  the 
banks  ran  out  between  1896  and  1899,  and  by  December  of  the  latter 
year  Treasury  notes  and  National  Bank  (Kokusitsu  Ginko)  notes  were 
withdrawn  from  circulation.  The  paper  money  now  in  circulation  consists 
of  Nippon  Ginko  notes,  or  notes  of  the  Bank  of  Japan,  which  are  redeem- 
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able  in  gold  on  demand ;  their  circulation  on  April  1,  1902,  amounted  to 
187,194,336  yen. 

In  December  1900  there  were  in  existence  in  Japan  2534  banks  of 
various  kinds,  having  2213  branches. 

Of  these  the  common  banks  numbered  1802,  with  1374  branches,  and 
deposits  amounting  to  437,000,000  yen. 

The  Savings  Banks  numbered  681,  with  814  branches,  and  29£  millions 
of  deposits.  These  banks  must  be  joint-stock  and  have  a  capital  of  not  less 
than  30,000  yen.  One-half  the  paid-up  capital  must  be  deposited  with  the 
Treasury  in  the  shape  of  Government  bonds  as  a  guarantee  fund  for 
deposits. 

During  the  official  year  1900-1,  2,335,173  persons  deposited  39,434,012 
yen,  and  withdrew  14,700,563  yen  from  the  post  offices,  which  also  act  as 
savings  banks. 

The  Yokohama  Specie  Bake,  with  its  eighteen  branches,  ranks  next  to 
the  Nippon  Ginko.  It  was  founded  in  February  1880  with  the  object  of 
discounting  bills  drawn  on  foreign  countries,  so  as  to  afford  banking  facilities 
to  importers  and  exporters.  It  originally  issued  bank  notes  secured  with 
bonds  convertible  into  specie. 

Its  capital  consisted  of  1,000,000  silver  yen  in  shares  held  by  the  Govern- 
ment, in  addition  to  400,000  silver  yen,  and  1,600,000  paper  yen  held  by 
private  shareholders. 

As  the  value  of  silver  differed  widely  from  that  of  paper,  and  constantly 
varied,  separate  accounts  had  to  be  kept  for  the  two,  and  these  presented  so 
many  difficulties  that  the  bank  was  entirely  reorganised  in  July  1887  with 
a  capital  of  18,000,000  yen,  all  of  which  is  paid  up. 

The  Hypothec  Bank  of  Japan  was  founded  in  1897,  and  is  the  chief 
mortgage  bank  of  the  country.  This  form  of  banking  is  evidently  popular, 
as  local  hypothec  banks  have  since  been  formed  to  the  number  of  about 
fifty,  with  a  paid  up  capital  of  30,000,000  yen. 

A  Credit  Mobilier  was  established  in  February  1902,  its  capital  of 
10,000,000  yen  being  subscribed  three  times  over.  Apparently  it  has  a 
very  successful  future  before  it. 

The  Gold  Standakd. — The  return  of  Count  Matsukata  to  power  in 
1895  was  marked  by  another  great  reform.  The  adjustment  of  the  paper 
currency  accomplished  in  1886  prepared  the  country  to  reap  the  advantages 
of  a  scientific  coinage.  The  rate  of  interest  had  become  low,  commerce 
and  industry  began  to  expand,  but  Japan  was  still  a  silver  country,  and  had 
now  to  contend  with  a  steady  and  continuous  depreciation  of  the  white  metal. 

Guided  by  the  history  of  the  Latin  Union  and  the  experience  of  other 
countries,  the  Count  at  once  attacked  the  problem  with  the  courage  and 
sagacity  for  which  he  is  renowned,  and  was  quick  to  discern  the  benefits 
that  would  follow  the  adoption  of  a  gold  standard. 

He  accordingly  prepared  and  carried  in  1896  the  measure  which  estab- 
lished the  present  gold  standard  in  Japan.  It  was  a  fortunate  coincidence 
that  during  the  period  in  which  the  change  was  being  effected  the  price  of 
silver  was  almost  stationary,  so  that  prices  were  undisturbed,  and  the 
burdens  of  debtors  unaffected.  Since  the  adoption  of  the  gold  standard 
Japanese  bonds  sell  well  in  the  London  market,  and  the  rapid  progress 
made  by  the  country  in  every  branch  of  trade  gives  great  cause  for  satisfac- 
tion, and  amply  proves  the  wisdom  and  discernment  of  the  great  financier. 

The  present  monetary  law  of  Japan  dates  from  October  1897.  The  unit 
of  value  is  the  yen,  which  is  not  coined,  but  is  equivalent  to  exactly  0*75 
grammes  of  pure  gold.     The  coined  metal  is  ^  fine,  and  the  coins  minted  are 
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the  20-yen  piece,  weighing  16*666  grammes,  its  least  current  weight  being 
16575  grammes ;  the  10-yen  and  the  5-yen  piece  of  proportionate  weight. 

The  gold  coins  formerly  issued  were  of  20,  15,  10,  5,  2,  and  1  yen 
respectively.  They  contain  twice  as  much  gold  as  the  new  coinage  of  the 
same  denomination,  hence  they  circulate  at  twice  their  face  value.  This 
fact  should  be  carefully  noted.  The  old  1-yen  piece  weighs  25*72  grains. 
Since  the  sovereign  contains  7*32238  grammes  of  pure  gold,  we  deduce  a 
mint  par  of  exchange  with  Japan  of  1  yen  =  24*58  pence.  Gold  coins  are, 
of  course,  legal  tender  to  any  amount,  and  worn  coins  having  suffered  only 
fair  wear  and  tear  are  exchanged  free  of  charge. 

Silver  coins  are  legal  tender  for  sums  not  exceeding  10  yen,  and  bronze 
up  to  1  yen. 

The  1  yen  silver  coin  has  been  withdrawn  from  circulation.  The  silver 
coins  now  current  are  the  50  sen,  20  sen,  and  10  sen.  The  50-sen  piece 
weighs  208  grains  ^  fine,  the  other  coins  weighing  in  proportion. 

The  5-yen  piece  is  of  nickel.     The  bronze  coins  are  the  1  sen  and  5  rin. 

10  rin  =  1  sen,  and  100  sen  =  1  yen  (or  dollar). 

BIBLIOGRAPHY.  —  Conant's  Modern  Banks  of  Issue.  —  Pierson's  Principles  of  Eco- 
nomics, vol.  i. — Attfield's  English  and  Foreign  Banks. — Dunbar's  Theory  and  History  of 
Banking. — White's  Money  and  Banking. — Knox's  History  of  Banking  in  U.S.A. — Count 
Matsukata's  Report  on  the  Adoption  of  the  Gold  Standard  in  Japan. — Clare's  Money  Market 
Primer;  History  of  Banking  in  All  Nations  (New  York). — Official  History  of  the  Currency  of 
U.S.A.— The  Statesman's  Year-Book. 

K.  H.  Cary. 

Foreign    Currencies  and   their  Treatment    in 

Home  Accounts. — It  is  of  very  great  importance  that  concerns 
having  their  head  office  in  this  country,  but  which  practically  do  all  their 
business  in  foreign  countries,  or  which  have  branches  in  foreign  countries, 
should  convert  the  transactions  which  take  place  in  the  various  local 
currencies  into  pounds  sterling  on  a  correct  basis,  with  the  view  of  these 
transactions  being  recorded  in  the  Home  Books  and  being  submitted  in  the 
annual  Abstract  of  Accounts  to  the  proprietors  of  the  business.  The  low 
rate  of  interest  obtainable  in  this  country  has  induced  many  large  corpora- 
tions, such  as  insurance  companies,  to  invest  their  funds  abroad,  and  it  is 
of  the  utmost  importance  that  sound  principles  should  be  adopted  in 
incorporating  these  transactions  in  the  Home  Books.  Too  much  care 
cannot  be  exercised  in  seeing  that  these  investments  appear  each  year  in 
the  Balance  Sheet  at  their  true  market  value,  so  that  no  drastic  readjust- 
ment will  be  required  at  any  time  in  writing  down  the  inflated  values 
standing  on  the  books. 

A  method  often  adopted  is  to  embody  periodically  in  the  Home  Accounts 
in  pounds  sterling  the  abstract  statements  received  from  foreign  countries 
at  the  par  rate  of  exchange,  but  this  par  rate  is  not  a  fixed  factor.  Different 
nations  have  different  bases  upon  which  their  currency  is  founded.  Some, 
like  our  own  country,  have  gold,  others  silver,  some  both  of  these  metals, 
and  others  unfortunately  have  a  paper  currency.  A  gold  basis  has  given 
the  best  results  in  the  past,  as  a  gold  currency  does  not  fluctuate  so  much 
as  one  based  upon  silver.  Between  two  countries  both  using  a  gold  standard 
the  variations  in  the  rate  of  exchange  are  comparatively  slight,  and  are 
caused  by  the  demand  for  money  varying.  Between  such  countries  the  par 
basis  of  conversion  is  usually  sufficiently  correct  to  be  adopted  in  the 
connection  we  are  considering.  Thus  the  par  rate  between  this  country 
and  the  United  States  is  that  £1  is  equivalent  to  $4*86656 — or,  expressed 
simply,  the  gold  in  100,000  sovereigns  could  be  made  into  486,656  dollars. 
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That  this  theoretical  value  is  sufficiently  correct  to  use  for  most  practical 
purposes  is  shown  by  the  fact  that  a  bill  for  £1000  payable  on  demand  in 
New  York  realises  about  $4867,  more  or  less,  according  to  the  demand  for 
money  in  America.  Even  if  the  coinage  of  the  whole  world  was  on  a  gold 
basis,  there  would  be  a  difference  in  the  rate  of  exchange  due  to  the  laws  of 
demand  and  supply.  If  America  had  the  same  currency  as  we  have,  and 
in  consequence  of  the  balance  of  trade  and  other  transactions  requiring 
America  to  remit  money  here,  then  £1000  payable  in  this  country  would  be 
worth  more  to  an  American  than  £1000  payable  in  America  would  be  worth 
to  us,  simply  on  account  of  the  demand  for  money  payable  here  being  keener. 

As  an  example  of  transactions  between  this  country  and  a  country 
having  a  silver  currency,  suppose  an  insurance  company  has  investments  in 
India.  The  interest  on  these  investments  will  be  paid  in  rupees,  and 
instead  of  being  remitted  home  may  be  re-invested  in  India.  If  these 
Indian  investments  are  valued  at  the  nominal  par  rate  of  exchange,  namely 
28.  for  each  rupee,  the  Balance  Sheet  of  the  company  is  altogether  mis- 
leading, and  the  Profit  and  Loss  Account  shows  a  profit  which  has  not 
been  earned.  Thus,  if  the  Balance  Sheet  was  prepared  at  a  time  when  the 
rupee  was  at  Is.  3d.,  and  the  Indian  investments  amounted  to  3,200,000 
rupees,  then  the  value  of  these  investments  at  2s.  for  each  rupee  would  be 
£320,000,  whereas  according  to  the  market  value  these  investments  are 
worth,  taking  the  rupee  at  Is.  3d.,  £200,000,  so  that  the  Balance  Sheet 
would  show  the  assets  too  much  by  £120,000,  and  the  balance  of  profit 
shown  by  the  Profit  and  Loss  Account  would  be  overstated  to  the  same 
extent.  A  convenient  way  to  accomplish  the  same  end,  instead  of  writing 
down  the  Indian  investments,  is  to  have  an  "  Exchange  Fund  to  reduce 
Indian  investments  to  their  actual  value  as  measured  by  the  ruling  market 
rate  of  exchange  on  date  of  balance."  This  exchange  fund  would  appear 
as  a  liability,  and  would  be  formed  by  debiting  the  Profit  and  Loss  Account 
with  the  loss  due  to  currency  depreciation. 

A  company  in  this  country,  therefore,  having  either  their  assets  or 
liabilities  in  a  silver  country  must  reduce  these  assets  or  liabilities  to  pounds 
sterling  at  the  rate  of  exchange  ruling  in  the  market  at  the  date  of  the 
balance.  So  far  as  this  country  is  concerned,  the  currency  of  a  silver 
country  is  simple  merchandise,  and  must  be  valued  on  the  same  principles 
as  those  upon  which  we  would  take  stock. 

Consider  next  the  case  of  a  paper  currency.  In  this  country  £1000  in 
notes  is  supposed  to  be  of  the  same  value  as  £1000  in  gold,  but  most  of  us 
would  set  more  value  upon  the  paper,  and  if  we  got  our  choice  would  prefer 
the  £1000  to  be  in  notes,  as  it  would  be  so  much  more  easily  counted, 
handled,  or  transmitted.  But  in  a  country  with  a  paper  currency — that  is, 
where  the  Government  have  declared  that  the  paper  notes  issued  by  them 
shall  be  taken  as  legal  tender — gold  always  commands  a  premium,  or,  as  it 
might  be  better  expressed,  the  paper  currency  is  almost  always  at  a 
discount,  and  fluctuations  are  always  occurring  according  as  the  credit  of 
the  Government  goes  up  and  down.  These  fluctuations  in  such  countries 
as  the  Argentine  Bepublic  are  very  great,  and  practically  reduce  trade  and 
business  to  a  speculation  on  the  rise  and  fall  of  the  paper  currency.  Any 
one  in  such  a  country  who  incurs  monetary  obligations  may  find  that 
within  a  month  he  has  to  pay  double  or  treble  what  he  had  intended,  in 
consequence  of  an  alteration  in  the  currency. 

Suppose  a  company  having  investments  in  the  Argentine  Bepublic  were 
to  convert  these  investments  at  the  par  basis  of  exchange,  which  is  $5 '04, 
equal  to  £1.     Such  a  Balance  Sheet  would  be  altogether  misleading.     The 
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correct  method  is  to  take  the  actual  rate  of  exchange  ruling  at  the  date  of 
the  Balance  Sheet.  Suppose,  for  example,  that  at  the  date  of  the  Balance 
Sheet  the  ruling  rate  was  250 — that  is,  gold  was  at  a  premium  of  150 — 
then  £1,  far  from  being  equal  to  $5*04,  would  be  worth  very  much  more 
expressed  in  dollars,  namely,  $5*04  x  2*50  =  $12*6.  $5*04,  instead  of  being 
equivalent  to  £1,  would  be  equal  to  8s. 

Foreign  Branches 

Where  there  are  branches  of  a  business  in  foreign  countries,  and  the 
books  of  these  branches  are  kept  in  the  currency  of  the  country  where  the 
branch  is,  the  Trial  Balance  sent  home  will  be  in  the  currency  of  that 
country,  and  the  first  thing  which  must  be  done  with  each  item  is  to 
convert  it  into  sterling.  The  rate  of  exchange  between  this  country  and 
other  countries  is  continually  changing,  and  it  is  often  difficult  to  determine 
the  rate  of  exchange  at  which  the  conversion  should  be  made.  The  best 
plan  seems  to  be  to  adopt  various  rates  of  exchange,  according  to  the  nature 
of  the  entry  in  the  Trial  Balance. 

Rules  for  the  Conversion  of  Foreign  Currencies 

1.  The  items  which  make  up  the  Head  Office  Account  in  the  Branch 
Ledger  should  be  taken  at  the  actual  figures  which  were  current  at  the 
time  the  transactions  took  place — that  is,  the  conversion  will  be  made  by 
substituting  the  balance  shown  in  the  Head  Office  Ledger,  which  is  in 
sterling,  for  the  balance  shown  in  the  Branch  Trial  Balance  in  the  foreign 
currency. 

2.  Profit  and  loss  items  representing  transactions  which  have  taken  place 
during  the  period  covered  by  the  accounts  should  be  taken  at  the  average 
rate  of  exchange  ruling  during  the  period  covered  by  the  transactions. 

3.  Floating  currency  assets  and  liabilities  at  the  rate  of  exchange 
current  at  the  date  of  balancing  the  books,  as  that  is  their  actual  value. 

4.  Fixed  assets  and  liabilities  should  be  taken  in  the  first  instance  at 
the  rate  of  exchange  ruling  when  they  were  incurred,  but  care  should  be 
taken  that  full  allowance  is  made  for  any  depreciation  in  value. 

It  is  quite  evident  that  if  different  rates  of  exchange  are  used  in 
converting  the  items  in  a  foreign  Branch  Trial  Balance  into  sterling  the 
totals  of  the  two  sides  when  so  converted  may  not  agree.  The  difference 
should  be  entered  as  either  loss  on  exchange  or  profit  on  exchange,  as  the 
case  may  be.  The  following  may  be  taken  as  the  Trial  Balance  of  an 
Indian  branch : — 

Tried  Balance  of  Indian  Branch  as  at  31st  March 


Stock  on  hand  at  1st  January 
Purchases  for  period 
Sales  for  period 
Customers'  Accounts 
Creditors'  Accounts  . 
Bills  receivable 
Bills  payable    . 
Wages  and  salaries   . 
General  charges 
Rent,  rates,  and  insurance 
London  office 
Cash  in  bank    . 
Cash  on  hand    . 
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The  stock  on  hand  at  31st  March  is  valued  at  B&  4000. 

The  above  Trial  Balance  is  forwarded  to  the  head  office  in  London,  and 
in  order  to  include  it  in  the  firm's  State  of  Accounts  at  31st  March  it  must 
be  converted  into  English  money. 

The  rate  of  exchange  at  31st  March  is  14,  which  means  that  the  rupee 
is  worth  Is.  2d.  The  average  rate  of  exchange  for  the  three  months  is  15, 
and  the  rate  of  exchange  at  1st  January  was  16.  Using  these  rates,  and 
following  out  the  rules  given  for  converting  the  various  items  into  English 
money,  the  Trial  Balance  will  be  as  follows : — 


Trial  Balance  of  Indian  Branch  as  at  31st  March  (converted  into 

English  Money) 

Bate  of 
Exchange 
taken. 


16 
16 
15 
14 
14 
14 
14 
15 
15 
15 


14 

14 


Stock  on  hand  at  1st  January 

Purchases  for  period 

Sales  for  period  . 

Customers'  Accounts 

Creditors'  Accounts 

Bills  receivable  . 

Bills  payable 

Wages  and  salaries 

General  charges . 

Rent,  rates,  and  insurance 

London  office  (balance  as  appearing  in 

London  books) 
Cash  in  bank 
Cash  on  hand 


Loss  on  exchange 


£     s.  d. 

538    6  8 

1250    0  0 

3500    0  0 

291  13  4 

62  10  0 

60    0  0 

125    0  0 


58 
29 

6 
3 

8 
4 

5900 
48 

0 
4 

0 
6 

£      s.      d. 

2500    0    0 

2041  13    4 

688    6    8 


5948    4    6 


718    4    6 


6948    4    6 


5948    4    6 


From  the  above  it  will  be  seen  that  after  converting  the  rupees  into 
English  money  the  credit  side  is  greater  to  the  extent  of  £48 : 4 : 6.  This 
balance  is  carried  to  the  debit  of  the  Profit  and  Loss  Account  as  "  Loss  on 
exchange." 

The  balance  of  Bs.  11,500  due  to  the  London  office  as  appearing  in  the 
Trial  Balance  of  the  Indian  branch  is  taken  as  £718:4:6  when  con- 
verting the  rupees  into  English  money,  as  that  is  the  figure  appearing  in 
the  books  at  London,  where  each  cash  transaction  with  the  Indian  branch 
is  recorded  as  it  takes  place.  This  balance  in  sterling  may  be  verified  by 
the  conversion  of  the  balance  in  rupees  at  an  approximate  average,  so  that 
any  difference  between  the  branch  and  home  books  may  be  readily  dis- 
covered ;  the  average  rate  which  appears  to  have  ruled  during  the  period 
covered  by  this  account  has  been  slightly  over  16. 

To  illustrate  the  treatment  of  rupees  the  following  transactions  of 
Thomas  Boss,  an  Indian  merchant  having  a  warehouse  in  London,  may  be 
taken: — 
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Transactions  of  Indian  Merchant 


Date. 

Ruling  Rate 

of 
Exchange. 

Jan.    1. 

16A 

2. 

16 

14. 
28. 
Mar.  1. 
14. 
28. 

16J 

15 
14J 

14* 

31. 

14 

Cash  belonging  to  Thomas  Ross,  Merchant,  of  London 

and  Calcutta 

Remitted  to  representative  in  Calcutta 
Purchased  for  cash  and  sent  to  India,  goods  for 

Do.  do. 

Do.                              do. 
Sold  goods  for  cash  in  India 

Do.  do. 

Sold  goods  to  Blake  k  Co.  in  India  on  credit 

Remitted  to  London 

Goods  on  hand  in  India  at  cost  . 

Expenses  of  Indian  office  paid  during  quarter 

Paid  expenses  of  London  office  for  quarter  . 


£5,000 

1,000 

1,000 

1,000 

1,000 

Rs.  20,000 

Rs.  20,000 

Rs.  20,000 

Rs.  40,000 

£900 

Rs.  10,000 

£200 


The  average  rate  of  exchange  may  be  taken  as  15.  It  is  required  to 
show  the  profit  on  the  consignment,  the  Profit  and  Loss,  and  other  accounts, 
and  the  Balance  Sheet  at  31st  March,  as  they  should  appear  in  the  London 
books. 

First  Method 

Cash  Transactions  only  recorded  in  London  Books 

If  the  rise  and  fall  in  the  price  of  the  rupee  be  ignored  altogether, 
except  in  connection  with  actual  cash  transactions  and  the  balance  at  31st 
March,  the  transactions  might  be  recorded  in  the  London  books  as 
follows : — 

Notes 

Ra.  20,000  at  14      =£1166   13  4 

Rs.  40,000  at  14 TV=    2343   15  0 

Rs.  10,000  at  15      =      625     0  0 

Rs.     5,000  at  14      =      291    13  4 

To  find  the  rupees  due  by  the  Calcutta  representative,  it  is  necessary  to 
have  an  account  for  him  in  rupees  as  follows : — 


Calcutta  Representative 

Jan.    2.  To  London  office . 
Mar.    1.    ,,   Sales 

Rs. 

.     15,000 
.     20,000 
.     20,000 

65,000 

Mar.  28.  By  London  office 
31.    ,,    Expenses 
,,    Balance 

R*. 
.     40,000 
.     10,000 
.       5,000 

65,000 

The  Ledger  Accounts  in  the  books  in  London  would  be  as  follows : — 

Ledger 
Cash  Account 


Jan.     1.  To  Capital  Account 
Mar.  28.    „    Calcutta  house 


£       *. 

d. 

£       «. 

d. 

5000    0 

0 

Jan.     2. 

By  Calcutta  house 

• 

1000     0 

0 

2343  15 

0 

„             do. 

• 

1000    0 

0 

14. 

,,              do. 

• 

1000    0 

0 

28. 

„              do. 

• 

1000    0 

0 

Mar.  31. 

,,    Profit  and  Loss 

ex- 

penses 
, ,    Balance 

■ 

200    0 

0 

■ 

3143  15 

0 

7343  15 

0 

7343  15 

0 
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Calcutta  House 


Jan.    2.  To  Cash 
,,    do. 
14.    ,,    do. 
28.    ,,    do. 
18.    ,,  Profit  and  Loss 


a.  d. 


1000 
1000 
1000 
1000 
1827 


0 

0 
0 
0 

1 


0 
0 
0 
0 
8 


Mar.  28.  By  Cash      . 

31.    ,,  Profit  and  Loss,  for 
expenses 
,,  Balances : — 

Cash  due  by  agent  in  India 
(Rs.  5000  at      £     t.     d. 
14)        .        .     291  13    4 
Due  by  Blake  k 
Co.  (Ks.  20, 000 
at  14)    .        .  1166  13    4 
Goods  unsold  at 
cost      .        .     900    0    0 


£      t. 
2348  15 


0 


625    0    0 


2358 

6 

8 

5327     1     8 

5327 

8 

Profit  and  Loss  Account 

Mar.  81.  To  Calcutta  house,  ex- 
penses in  India  . 
,,    Cash,   expenses  in 
London 

£       s.    d. 

625    0    0 
200    0    0 

Mar.  31.  By  Calcutta  house 

£ 
.     1327 

*. 

1 

d. 
8 

,,    Capital  (net  profit) 

825    0    0 
502    1     8 

1327     1     8 

1327 

1 

8 

Capital 

£         $.    d. 

5502    1     8 

Account 

Mar.  31.  To  Balance 

i 

Jan.     1.  By  Cash 
1  Mar.  31.    ,,  Profit  and  Loss 

i 

1 

£ 

.     5000 
.       502 

$. 

0 
1 

d. 
0 
8 

5502    1     8 

5502 

1 

8 

Balance  Sheet  as  at  31st  March 
Liabilities  Assets 


£        a.    d. 
5502     1     8 

£      «. 
Cash  in  London                          .    3143  15 
Cash  due  by  representative  in 

India 291  13 

Blake  and  Co.,  India          .        .     1166  13 
Goods  in  India  .                                 900    0 

d. 
0 

4 
4 
0 

5502     1     8 

5502    1 

8 

By  the  above  method  of  treatment  it  will  be  observed  that  only  the 
actual  cash  transactions  are  entered  in  the  London  books  and  at  the  period 
of  balancing,  the  assets  so  far  as  in  India  have  been  converted  into  sterling 
at  the  rate  of  exchange  ruling  on  the  day  of  balance,  with  the  exception  of 
the  goods,  which  have  been  taken  at  their  cost  price  in  sterling. 

Second  Method 

All  Transactions  recorded  and  converted  at  rate  of  Exchange 
ruling  when  Transactions  took  place 

If  each  transaction  is  recorded  as  it  takes  place,  and  the  conversion  is 
made  at  the  rate  of  exchange  ruling  on  the  day  of  the  transaction,  the  effect 
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of  changes  in  the  rate  of  exchange  is  seen.  The  assumption  is  thus  made 
that  when  a  merchant  purchases  goods  for  export  to  India  he  expects  that 
the  rate  of  exchange  will  remain  the  same,  and  by  this  method  the  merchant 
tells  at  once  what  portion  of  his  loss  or  profit  is  due  merely  to  the  rate  of 
exchange  rising  or  falling. 


Ledger 
Cash 


Jan.     1.  To  Capital  Account  . 
Mar.  28.    ,,  Calcutta  house     . 


£       «.    d.  • 
5000    0    0     Jan.     2.  By  Calcutta  house 
2343  15    0  i 


7343  15  0 


14. 

a 
»> 

Consignment 
Do. 

28. 

ft 

Do. 

Mar. 

31. 

it 

Expenses  (London) 
Balance 

£ 
1000 
1000 
1000 
1000 
200 


*.    d. 

0    0 


0 
0 
0 
0 


3143  15 


0 
0 
0 
0 
0 


7343  15    0 


Calcutta  House 


Jan.   2. 
To  Cash 

Mar.  1. 
,,  Consignment   . 

Mar.  14. 
„  Consignment    . 

Rs. 

Ex- 
change. 

i 

i 

Rs. 

Ex- 
change. 

14A 
15 

14 

15,000 
20,000 
20,000 

16 

15 

14} 

£        s.    d. 

1000     0     0 

1250     0     0 
1208    6     8 

Mar.  28. 
By  Cash 

,,   Expenses      for 
quarter 
Mar.  31. 
,,    Balance   . 
,,   Exchange,  loss 

40,000 

10,000 

5,000 

£        «.    d. 
2343  15     0 

625    0    0 

291  13    4 
197  18    4 

55,000 

3458    6     8 

55,000 

3458    6     8 

Consignment  Account 


i 

Rs. 

Ex- 
change. 

• 

£ 

5. 

d. 

£        c.    d. 

Jan.     2.  To  Cash      . 

1000 

0 

0 

Mar.    1.  By  Calcutta  house    20,000 

15 

1250     0     0 

14.    „    Do. 

1000 

0 

0 

14.    „             Do.             20,000 

Hi 

1208    6     8 

28.    „    Do. 

1000 

0 

0 

28.    „  Blake  and  Co., 

Mar.  31.    ,,  Profit  and  Loss 

1530 

4 

2 

i 

Calcutta 
81.    ,,  Balance     (cost 
price  of  goods 
unsold) . 

20,000 

l*A 

1171  17     6 
900    0     0 

4530 

4 

2 

1 4530    4     2 

Blake  and  Co.,  Calcutta 


Rs. 

Ex- 
change. 

£       s.     d. 
1171  17     6 

Mar.  31. 
By  Balance   . 
,,   Exchange,  loss 

Rs. 

Ex- 
change. 

Mar.  28. 
To  Consignment    . 

20,000 

M* 

20,000 

14 

£       8.     <L 

1166  13     4 
5     4     2 

1171  17    6 

1171  17     6 
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Exchange  Account 


Mar.  81.  To  Calcutta  house 
„  Blake  and  Co. 


£      9.     d. 

197  18    4 
5    4    2 


203     2    6 


Mar.  31.  By^Profit  and  Loss 


Thomas  Ross,  Capital  Account 


Mar.  31.  To  Balance 


£         9.    d. 
5502     1     8 


5502     1     8 


Jan.     1.  By  Cash   . 

Mar.  31.    ,,  Profit  and  Loss 


Expenses 


Rs, 


Mar.  31. 
To  Calcutta  house 
Cash  (London) 


Ex- 
change. 


10,000  !    15 


i » 


•  i 


£ 

$. 

d. 

625 

0 

0 

200 

0 

0 

825 

0 

0 

Mar.  31. 
By  Profit  and  Loss 


Profit  and  Loss  Account 


Mar.  81.  To  Expenses 

,,  Exchange,  loss 


£  9.  d. 
825  0  0 
203    2    6 


1028    2    6 
,,  Capital  (net  profit)       502    1    8 


1530  4  2 


Mar.  81.  .'By  Consignment 


£   9.  d. 
203  2  6 


203  2  6 


£  9.  d. 

5000  0  0 

502  1  ,8 

5502  1  8 


£   9.  d. 

825  0  0 


825  0  0 


£   9.  d. 
1530  4  2 


1530  4  2 


The  Balance  Sheet  is  the  same  as  by  the  first  method. 
From  the  Profit  and  Loss  Account  the  merchant  learns  that  the  fluctua- 
tions in  the  value  of  the  rupee  have  cost  him  £203 : 2 : 6. 


Third  Method 

Conversion  at  Average  rate  of  Exchange 

If  all  the  transactions,  except  cash  transactions,  between  the  two 
countries  are  converted  into  sterling  at  the  average  rate  of  exchange 
obtaining  during  the  period  in  which  such  transactions  took  place,  and  the 
balances  at  the  close  of  the  period  are  converted  at  the  rate  of  exchange 
ruling  on  that  date,  the  loss  on  exchange  is  greater  although  the  net  profit 
is  brought  out  the  same. 

Cash  Account 


£           9. 

d. 

£          9. 

d. 

Jan.     1.  To  Capital 

Mar.  28.   „  Calcutta  house 

5000    0 

0 

Jan.     2. 

By  Calcutta  house     . 

1000    0 

0 

2343  15 

0 

,,  Consignment 
„           Do. 

1000    0 

0 

14. 

1000    0 

0 

28. 

„           Do. 

1000    0 

0 

Mar.  31. 

„  Profit  and  Loss,  ex- 
penses (London) 
,,  Balance 

200    0 

0 

3143  15 

0 

7343  15 

0 

7343  15 

0 
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Calcutta  House 


Jan.   2. 

Rs. 

Ex-    l                        . 
change.!                       i 

Mar.  28. 

Rs. 

Ex- 
change. 

£ 

8. 

d. 

£      8.      d. 

To  Cash 

15,000 

16 

1000 

0 

0 

By  Cash 

40,000 

HA 

2343  15    0 

Mar.  1. 

,,  Consignment    . 

20,000 

15 

1250 

0 

0 

„  Profit  and  Loss, 

Mar.  14. 

expenses 

,,  Consignment    . 

20,000 

15 

1250 

0 

0 

(India)  . 
Mar.  31. 
,,   Balance     . 
,,   Exchange,  loss  . 

10,000 
5,000 

15 
14 

625    0    0 

291  13    4 
239  11     8 

55,000 

3500 

0 

0 

55,000 

3500    0    0 

Consignment  Account 


£        8.     d. 

Jan.     2.  To  Cash   .        .     1000    0    0 

14.    „    Do.     .         .     1000    0    0 

18.    „    Do.     .        .     1000    0    0 

Mar.  31.    ,,  Profit      and 

Loss         .     1650    0    0 

Mar.    1.  By  Calcutta  house 
„             Do. 
28.    ,,    Blake  and  Co. 
31.    ,,    Balance  (cost 
price  of  goods 
unsold) . 

Rs. 

Ex- 
change. 

20,000 
20,000 
20,000 

15 
15 
15 

£        «.    d. 
1250    0    0 
1250    0    0 
1250    0    0 

900    0    0 

4650    0    0 

4650    0    0 

Blake  and  Co.,  Calcutta 


Mar.  28. 
To  Consignment    . 

Rs. 

Ex- 
change. 

i 

Mar.  31. 
By  Balance 
,,   Exchange,  loss . 

Rs. 

Ex- 
change. 

£      8.     d. 

1166  13     4 

83     6     8 

20,000 

15 

£        8.    <L  i 

1250     0     0i 

i 
i 
i 

20,000 

14 

1250    0    0 ; 

1250    0    0 

Exchangt 

!  Account 

Mar.  31.  To  Calcutta  house 
,,  Blake  and  Co. 

£      8.     d. 

.       239  11     8 

83    6     8 

Mar.  31.  By  Profit  and  Loss 

£      «.      d. 

322  18    4 

322  18    4 

322  18    4 

Profit  and  Loss  Account 


Mar.  81. 
To  Calcutta  house, 

expenses 
,,  Cash    expenses 

in  London     . 


„   Exchange,  loss 


,,  Capital     (net 
profit)  . 


Rs. 


Ex- 
change. 


10,000 


15 


£          8. 

d. 

625     0 

0 

200    0 

0 

825    0 
322  18 

0 

4 

1147  18 

4 

502     1 

8 

1650    0 

0 

Mar.  31. 
By  Consignment 


£       8.    d. 
1650    0    0 


1650    0    0 


FOBEIGN  EXCHANGES 


97 


Foreign  Exchanges. 

Meaning  of  the  Term      .  97 

Nature  of  the  Transaction    .       97 

Remitting  and  Drawing  .        .       98 

Real  Par  and  Mint  or  Nom- 
inal Par        ....       98 

Rise  and  Fall,  Favourable  and 
Unfavourable,  Specie  Points      98 

The  Course  of  Exchange — In- 
terpretation of  "Rise"  and 
"Fall"  ....       99 

Meaning  of  Favourable  and 
Unfavourable       .        .        .100 

Causes  of  Fluctuations  in  the 
Exchange — 


I.  International    Indebt- 
edness        .        .        .103 
II.  The  Rate  of  Interest.     105 

III.  The  State  of  Credit  .     106 

IV.  The  State  of  the  Cur- 

rencies       .        .        .107 

(a)  The    Paper    Ex- 
changes .         .     107 

(b)  The    Silver    Ex- 
changes .         .108 

Effects  of  Currency  Deprecia- 
tion and  Appreciation  on 
Foreign  Trade      .        .        .108 

Indirect  Settlement  of  In- 
debtedness— Arbitration  of 
Exchange      .  .        .109 


Meaning  of  the  Term 

In  technical  usage  the  term  "  foreign  exchanges  "  means  the  rates  of  ex- 
change at  which  foreign  payments  are  made,  or,  in  other  words,  the  prices 
of  foreign  bills  of  exchange,  these  bills  being  the  medium  through  which 
the  mutual  indebtedness  of  nations  is  normally  discharged.  This  is  the 
sense  in  which  the  term  is  used  when  we  speak  of  the  exchanges  rising  or 
falling,  being  for  us  or  against  us.  But  in  a  wider  sense  it  may  be  taken 
to  denote  the  system  under  which  international  debts  are  settled  by  means 
of  bills  of  exchange ;  and  it  is  only  by  examining  the  nature  and  working 
of  this  particular  department  of  the  credit  system  that  we  can  understand 
the  conditions  determining  the  prices  of  foreign  bills  or  the  rates  at  which 
exchanges  are  made. 

Nature  of  the  Transaction 

In  its  most  general  form  the  position  is  admirably  stated  by  Viscount 
Goschen : — "  That  which  forms  the  subject  of  exchange  is  a  debt  owing  by 
a  foreigner  and  payable  in  his  own  country,  which  is  transferred  by  the 
creditor  or  claimant  for  a  certain  sum  of  money  to  a  third  person,  who 
desires  to  receive  money  in  that  foreign  country,  probably  in  order  to  assign 
it  over  to  a  fourth  person  in  the  same  place,  to  whom  he  in  turn  may  be 
indebted  "  (Theory  of  the  Foreign  Exchanges,  p.  2).  We  may  suppose,  for 
example,  that,  as  the  result  of  international  commerce,  one  group  of  French 
merchants,  A,  owes  British  merchants*  B,  a  certain  sum,  while  another 
group  of  French  merchants,  C,  is  entitled  to  receive  on  the  same  day  from 
other  British  merchants,  D,  an  equal  amount.  Then  the  loss  in  freight, 
insurance,  and  interest  involved  in  the  double  transmission  of  bullion  in 
settlement  of  these  debts  will  be  avoided  if  A  pay  C  while  D  pays  B.  This 
is  practically  effected  by  the  use  of  bills  of  exchange.  C,  for  example,  may 
draw  bills  on  D  for  the  amount  owing,  and  through  the  medium  of  the 
brokers  sell  these  bills  to  A,  who  will  send  them  to  B,  by  whom  in  turn 
they  will  be  presented  through  the  medium  of  the  brokers  to  D  for  pay- 
ment. In  this  case  D's  debt  is  said  to  be  drawn  for,  and  A's  to  be  remitted 
for.  If  on  the  other  hand  we  suppose  that  to  effect  a  settlement  B  draws 
on  A  and  sells  to  D,  who  remits  to  C,  we  have  A's  debt  drawn  for  and  D's 
remitted  for. 

vol.  m  7 
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Remitting  and  Drawing 

By  the  custom  of  trade  the  great  bulk  of  the  foreign  indebtedness  to 
this  country  is  remitted  for,  only  a  small  percentage  being  drawn  for.  In 
other  words,  the  bills  drawn  abroad  on  this  country  far  exceed  those  drawn 
here  on  foreign  countries.  This  custom  is  attributed  to  the  operation  of 
those  causes  that  have  combined  to  make  London  the  world's  "  clearing- 
house." Owing  to  the  enormous  volume  of  our  foreign  trade  and  invest- 
ments, the  stability  of  our  gold  standard,  and  the  great  credit  of  the  London 
houses,  good  bills  on  London  are  always  in  demand.  The  drawing  and 
negotiation  of  the  bills  being  thus  for  the  most  part  effected  by  the  foreign 
merchant  it  follows  that,  with  a  few  exceptions,  such  as  the  Indian  ex- 
change, the  rates  of  exchange  between  London  and  foreign  cities  are  fixed 
abroad.  The  London  quotations  are  for  the  most  part  adjusted  to  the 
telegraphed  foreign  quotations.  By  this  custom  the  gain  or  loss  arising 
from  exchange  fluctuations  accrues  to  the  foreigner ;  and  this  accounts  for 
the  comparative  indifference  with  which  such  movements  are  regarded  in 
this  country,  where  the  majority  of  merchants — selling  for  sterling  to  be 
paid  in  bills  on  London — have  not,  save  indirectly  through  the  reaction  on 
the  rate  of  discount  (v.  inf.  p.  101),  any  interest  in  exchange  fluctuations. 

Keal  Par  and  Mint  or  Nominal  Par 

If,  as  assumed  in  the  example  given  above,  the  debts  due  by  the  two 
countries  to  each  other  were  in  every  respect  equal — that  is,  equal  in 
amount  and  of  equal  credit,  payable  on  the  same  date  and  in  the  same 
currency — then  there  would  be  nothing  to  cause  fluctuations  in  the  price 
of  foreign  bills.  The  exchange  between  the  two  countries  would  be  at  par. 
But  we  have  no  means  of  knowing  whether  the  indebtedness  on  each  side 
at  any  given  time  is  equal.  This  real  par  is  therefore  purely  ideal.  The 
mint  or  nominal  par,  on  the  other  hand,  is  the  expression  of  a  concrete  fact 
determined  by  the  mint  regulations  of  the  two  countries.  By  these  regula- 
tions one  English  sovereign  contains  approximately  the  same  amount  of 
fine  gold  as  2522|  francs,  or  20*43  German  marks,  or  4"86§  United  States 
dollars.  This  mint  par  is  thus  the  result  of  a  comparison  of  the  legal 
weight  and  fineness  of  the  coins  of  the  respective  countries,  and  is  in  no 
way  dependent  on  the  actual  condition  of  the  currencies.  It  can  be  altered 
only  by  a  modification  of  the  law  defining  the  standard  coin  in  one  or  other 
of  the  countries  concerned.  About  this  nominal  par  the  exchanges  fluctuate 
owing  to  inequalities  in  one  or  more  of  the  four  elements  already  mentioned. 

Eise  and  Fall,  Favourable  and  Unfavourable,  Specie  Points 

It  is  convenient  to  begin  by  confining  attention  to  one  of  these  causes 
of  fluctuation — the  balance  of  indebtedness.  Suppose,  for  example,  that 
the  debts  payable  by  France  to  England  on  a  given  date  exceed  those  due 
by  England  to  France,  i.e.  the  balance  of  indebtedness  is  against  France 
and  in  favour  of  England.  Then,  under  these  circumstances,  there  will  be 
in  Paris  an  excess  of  demand  for  bills  on  London,  by  people  having  pay- 
ments to  make  there,  over  the  supply  of  such  bills,  since  relatively  few  have 
payments  to  receive  there.  The  exchange  will  turn  against  Paris  and  in 
favour  of  London.  In  other  words,  to  avoid  the  trouble,  risk,  and  expense 
of  sending  bullion,  those  who  have  payments  to  make  in  London  (e.g., 
French  importers)  will  compete  for  bills  on  London.  To  obtain  these  they 
will  offer  more  than  their  nominal  value,  i.e.,  bills  on  London  will  rise  to  a 
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premium,  or  more  than  25*22}  francs  will  be  paid  in  Paris  for  a  bill  for  £1 
payable  in  London.  In  this  case  the  exchange  is  said  to  have  risen  above 
•par ;  and  this  may  go  on  till  the  export  specie  or  gold  point  is  reached,  i.e. 
till  the  party  having  the  payment  to  make  in  London  finds  that  it  will  pay 
him  better  to  incur  the  expense  of  sending  bullion  than  to  buy  a  bill  at 
the  existing  rate. 

Similarly,  if  the  balance  is  in  favour  of  France  and  against  England, 
there  will  be  in  Paris  an  excess  of  supply  of  bills  on  London  over  the 
demand  for  such  bills.  The  exchange  will  turn  against  London  and  in 
favour  of  Paris.  In  other  words,  to  get  rid  of  their  bills,  the  sellers  (e.g. 
French  exporters)  will  offer  them  at  less  than  their  nominal  value,  i.e.  bills 
on  London  will  be  at  a  discount,  or  a  bill  for  £1  payable  in  London  will 
fetch  in  Paris  less  than  25*22}  francs.  Here  the  exchange  has  fallen  below 
par.  But,  again,  this  fall  cannot  go  beyond  the  gold-import  or  specie  point, 
i.e.  the  point  beyond  which  it  would  better  pay  the  party  having  the 
payment  to  receive  in  London  to  incur  the  expense  of  bringing  home  bullion 
to  Paris  than  to  sell  his  bilL 

The  expense  involved  in  sending  £1  between  London  and  Paris  differs 
slightly  in  different  cases,  but  it  may  be  taken  as  approximately  10  centimes. 
When  therefore  the  exchange  rises  to  25*32}  a  movement  of  bullion  will 
take  place  from  Paris  to  London,  while  a  fall  to  25*12}  will  cause  it  to  be 
shipped  from  London  to  Paris.  Twice  the  cost  of  transmitting  bullion  is 
thus  the  utmost  range  of  exchange  fluctuations,  when  these  fluctuations  are 
due  solely  to  changes  in  the  balance  of  indebtedness,  and  not  to  differences 
in  the  time  which  must  elapse  before  the  bills  have  to  be  met,  or  to  the 
state  of  credit  or  of  the  respective  currencies. 

The  Couksb  of  Exchange — Interpretation  of  "Kise"  and  "Fall" 

Whether  a  rise  in  the  exchange  is  to  be  taken  as  favourable,  and  a  fall 
as  unfavourable,  or  the  reverse,  depends  on  the  manner  in  which  the  ex- 
change is  quoted.  In  the  quotation  the  currency  unit  of  one  country  must 
be  taken  as  the  fixed  term,  and  the  number  of  units  of  the  other  currency 
that  exchange  for  it  as  variable.  In  the  example  of  the  London-Paris  ex- 
change already  discussed  the  pound  sterling  is  taken  as  fixed,  and  the 
number  of  francs  given  for  it  as  variable,  and  a  rise  in  the  exchange  is  seen 
to  be  a  movement  against  Paris  and  in  favour  of  London.  But  had  the 
franc  been  taken  as  the  fixed  term  and  the  number  of  pence  given  for  it  as 
the  variable,  a  rise  in  the  exchange  would  have  meant  a  movement  against 
London  and  in  favour  of  Paris. 

Now,  which  currency  is  taken  as  the  fixed  term  depends  on  custom. 
On  the  Continent  the  usual  practice  is  to  quote  all  exchanges  in  terms  of 
the  home  currency,  i.e.,  the  currency  of  the  country  in  which  the  bill  is 
negotiated,  the  foreign  currency  unit  being  taken  as  the  fixed  term.  Thus 
France  quotes  all  in  francs,  Italy  in  lire,  Holland  in  florins  (guilders), 
Germany  in  marks.  Under  this  system  a  "  rise  in  the  exchange "  means 
invariably  a  rise  in  the  price  of  foreign  bills,  or  a  movement  in  the  ex- 
change against  the  home  country.  But  in  Portugal  and  in  most  extra- 
European  countries  this  rule  does  not  obtain.  In  some  of  these  all  the 
exchanges  are  quoted,  not  in  terms  of  the  home  currency,  but  in  terms  of 
the  currency  of  the  country  on  which  the  bill  is  drawn.  Thus  Buenos 
Ayres,  Monte  Video,  and  Valparaiso  quote  in  pence,  francs,  or  marks  for 
one  peso.  But  in  other  cases  the  same  place  adopts  different  principles 
with  different  exchanges.      New  York,  for  example,  quotes  London  in 
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dollars  for  £1  sterling,  but  Paris  in  francs  for  $1.  Again,  Lisbon  and  Bio 
quote  Paris  in  reis  for  one  franc,  but  London  in  pence  lor  one  milreia  In 
this  case  a  rise  in  the  Paris  exchange  is  against  Lisbon,  while  a  rise  in  the 
London  exchange  is  in  favour  of  Lisbon. 

In  London,  as  a  rule,  for  convenience  of  comparison,  the  exchange  is 
quoted  in  the  same  terms  as  it  is  quoted  abroad.  To  this  rule  there  are 
three  exceptions — the  United  States,  the  Spanish,  and  the  Bussian  ex- 
changes. In  New  York  the  exchange  on  London  is  given  as  already  noted 
in  dollars  for  £1,  but  London  perversely  quotes  New  York  in  pence  for  $1. 
St.  Petersburg  and  Madrid  formerly  quoted  London  in  pence  to  the  silver 
rouble  and  duro  respectively,  and  London  still  adheres  to  this  practice, 
though  St.  Petersburg  now  quotes  London  in  roubles  for  £10,  and  Madrid 
quotes  London  in  pesetas  for  £1.  But  with  these  exceptions  the  general 
rule  is  as  stated  above,  and  under  it  the  London  rates  of  exchange  fall  into 
two  groups. 

(A)  In  the  one  group  the  pound  sterling  is  taken  as  the  independent 
unit  or  fixed  term,  and  the  amount  of  foreign  currency — e.g.  the  French 
francs,  German  marks,  or  Dutch  florins,  for  which  it  exchanges — as  the 
dependent  quantity  or  variable  price.  This  group  includes  all  the  European 
exchanges  except  the  Bussian,  Spanish,  and  Portuguese. 

(B)  In  the  other  group  the  foreign  currency  unit — e.g.  the  Bussian 
rouble,  Spanish  duro,  Portuguese  milreis,  United  States  dollar,  or  Indian 
rupee — is  the  fixed  term,  and  the  variable  is  the  number  of  British  shillings 
and  pence  given  for  it.  This  group  includes  most  of  the  extra-European 
exchanges,  as  well  as  those  of  the  three  European  countries  mentioned 
above. 

The  country  or  place  the  currency  of  which  is  taken  as  the  independent 
unit  is  said  to  receive  the  variable  price,  and  the  place  the  money  of  which 
forms  the  dependent  quantity  is  said  to  give  the  variable  price.  Thus 
London  receives  from  Paris,  Berlin,  or  Amsterdam,  and  gives  to  Lisbon, 
Calcutta,  or  New  York. 

In  the  case  of  the  first  group  (A),  a  "  rise  in  the  exchange  "  means  a 
fall  in  the  price  of  foreign  bills.  Thus,  if  the  Berlin  exchange  rises  above 
par  bills  on  Berlin  are  at  a  discount,  or  £1  will  purchase  a  bill  for  more 
than  20  43  marks,  and  the  exchange  is  for  or  favourable  to  London,  and 
against  or  unfavourable  to  Berlin.  Conversely  a  "  fall  in  exchange  "  means 
a  fall  in  the  price  of  foreign  bills.  If,  for  example,  the  Paris  exchange  falls 
below  par,  bills  on  Paris  are  at  a  premium,  or  £1  will  purchase  a  bill  for  less 
than  25*22£  francs,  and  the  exchange  in  this  case  is  against  London  and  in 
favour  of  Paris.  Thus  all  exchanges  in  which  London  receives  the  variable 
are  favourable  when  above  par  and  unfavourable  when  below  par. 

In  the  caee  of  the  second  group  (B),  on  the  other  hand,  a  "  rise  in  the 
exchange  "  means  a  rise  in  the  price  of  foreign  bills.  Thus  if  the  American 
exchange  rises  above  par  bills  on  New  York  are  at  a  premium,  or  more  than 
49^^-  must  be  given  for  SI,  showing  that  the  exchange  is  unfavourable  to 
London.  If,  on  the  other  hand,  the  Spanish  exchange  falls  below  par  bills 
on  Spain  are  at  a  discount,  or  less  than  47£d.  will  be  given  for  a  duro,  and 
the  exchange  is  favourable  to  London  and  against  Spain.  All  exchanges 
in  which  London  gives  the  variable  are  thus  seen  to  be  favourable  when 
below  par,  and  unfavourable  when  above  par. 

It  appears,  therefore,  that  the  interpretation  of  "rise"  and  "fall" 
depends  on  which  currency  unit  is  taken  as  the  fixed  term,  and  which  as 
the  variable  price. 

The  following  tables  from  the  Economist  of  11th  April  1903  show  (1)  the 
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London  course  of  exchange;  (2)  the  discount  quotations  in  the  leading 
cities ;  and  (3)  the  foreign  rates  of  exchange  on  London : — 

London  Course  of  Exchange 


On. 


Paris. 
Do.  . 
Marseilles  . 
Amsterdam 
Do.       . 
Berlin 
Hamburg  . 
Frankfort  . 

Vienna  and  Trieste 

Antwerp    . 

St.  Petersburg    . 
Moscow 

Genoa,  Naples,  etc. 

Madrid,  Barcelona,  etc 
Lisbon 

Switzerland 


Usance. 


Cheques 
3  months 

»» 

At  sight 

3  months 

$t 

»» 
»» 

?  i 

J! 
Jl 

»J 

If 
II 

II 


Prices  Negotiated  on  'Change. 


April  2. 


25  16* 
25  37} 
25  37* 
12  2} 
12  5 
20  66 
20  66 
20  66 


25 
25 
25 
12 
12 
20 
20 
20 


42* 


April  7. 


25 
25 


424 ,  25 
3i  12 


5* 
70 
70 
70 


24  23   24  83 


12 
20 
20 
20 


16*  25  21*  \ 

374  25  421  - 

374  25  424 

2}  12  3J  \ 

4J  12  ft|  / 

65  20  69  < 

65  20  69 

65  20  69 


24  23   24  33 


25  38}    25     43}  25  38| 

24tf  24H 
24}     24$ 

25  474     25     574 

84}    35 

41H  41« 

25  40      25     45 


25    43}      = 


24H  24H 
24}     24$ 


}- 


25  48} 

34} 
41| 

25  40 


25     58} 

35 

41J 

25     45 


{Francs  and  cen- 
times for  £1 

/Florins  and 
1  stivers  for  £1 
Reichmarks 

and   pfennigs 

for£l 
f  Florins       and 
t  kreutzersfor£l 
/Francs  and  cen- 
\   times  for  £1 

(Pence     for    1 
rouble 
fLire  and  cen- 
\  tesimi  for  £1 
Pence  for  1  neso 
Pence  for  1  milreis 

{Francs  and  cen 
times  for  £1 


The  discount  quotations  current  in  the  chief  continental  cities  are  as 
follows.     [London  bank  rate,  4  per  cent ;  market  rate,  3^  per  cent] : — 


Paris 
Berlin 
Hamburg 
Frankfort 
Amsterdam 
Brussels. 
Vienna  . 
Rome     . 
Turin     . 


Bank 

Rate. 

Per  Ont 

.  3    May  24, 

.  8J  Feb.  12, 

.  31  Feb.  12, 

.  81  Feb.  12, 

.  3    June  20, 

.  3    June  20, 

.  31  Feb.    6, 

.  5    Aug.  27, 

.  5    Aug.  27, 


Open 

Market. 

Per  Cent. 

1900  2tf 
1903  2| 
1903  2f 
1903  29 

1901  33 

1901  2} 

1902  2} 
1895  4 
1895  4 


Genoa     . 
Geneva  . 
St  Petersburg 
Madrid   . 
Lisbon    . 
Stockholm 
Christiana 
Copenhagen    . 


Bank 

Rate. 

Per  Cent 

.     5 

.     31  Mar. 
41  Mar. 

4  Sep. 
51  Jan. 
41  Jan. 

5  Dec. 
4    Feb. 


Open 
Market 
Per  Cent 

4 

12,1903  8J 

13, 1902  nom. 

11,  1902  3 

11,  1899  5 

9,  1902  4 

1902  5 

6,  1902  4 


At  other  centres  the  latest  recorded  quotations  are : — 

Per  Cent 
New  York  (call  money)    .  5  Calcutta,  Bank  min. 

Do.       (endorsed  bills)        .      5}  Bombay,  Bank  min. 


Per  Cent. 
.       6 

.       7 


Foreign  Bates  of  Exchange  on  London 


1 

1 

Latest 
Dates. 

Rates  of 

Exchange. 

Usance.         , 

Paris 

Brussels 

Amsterdam 

April    8    ' 

7    ' 

25  17 

25*211 

1213 

Cheques 
Short 

Berliu    . 

20-51 

>» 

Do.      . 

20*301 

8  months 

Hamburg 
Frankfort 

8 

20-50 
20-491 

Short 

Vienna  . 

8 

23  99 

■ 
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Foreign  Mates  of  Exchange  on  London — continued 


Latent 

Rates  of 

Usance. 

Dates. 
April   7 

Exchange. 
94*05 

i  St.  Petersburg 

3  months 

New  York 

8 

4'83§ 

60  days'  sight 

1  Lisbon   .... 

7 

42| 

a 

|  Madrid  .... 

8 

34*09 

•*                            ! 

1  Italy      .... 

7 

25-174 

•  ■  • 

|  Rio  Janeiro    . 

6 

12*d. 

90  days'  sight 

Buenos  Ayres 

6 

48fd. 

,f 

Do.        Pm.  on  Gold 

8 

127* 

• « • 

Montevideo 

Mar.  14 

52&d. 

90  days'  sight  ' 

Bug.  Sng. 

•  •  ■ 

Melbourne 

20 

J  dis.  4  pm* 

60  days'  sight 

Sydney  .... 

20 

|  dis.  J  pm. 

»» 

Adelaide 

20 

|  dis.  $  pm. 

if 

Calcutta 

April    8 

l/31i    / 

TVlegraph          ! 

Bombay 

8 

transfer 

Hong  Kong    . 

8 

1/7* 

Transfer 

Shanghai 

8 

2/24 

»• 

The  following  are  the  standards  for  gold  points  of  the  principal  gold 
exchanges : — 

Francs.  French. 

25*32} — 4  per  mille  for  us 
25*22  J— Par 
25  -12J — 4  per  mille  against  us 


Marks.  German. 

20*52 — 5  per  mille  for  us 
20-43— Par 
20*33 — 5  per  mille  against  us 


Dollars.  American. 

4*89 — 5  per  mille  for  us 
4  867— Par 
4*827 — 8  per  mille  against  us 


The  latest  exchanges  are : — 

French  " cheque"  exchange 

German  short  exohange 

New  York  Exchange  "Cable  transfers" 


25  f.  17  c,  or  2}  per  mille  against  us. 
20  m.  51  pf.,  or  4§  per  mille  for  us. 
$4.87±,  or  1J  per  mille  for  us. 


In  published  lists  such  as  this  only  the  variable  prices  are  given,  a 
knowledge  of  the  fixed  terms  being  assumed.  In  the  twofold  quotation 
given  in  the  London  course  the  better  rate  is  that  for  first-class  bank-paper, 
the  worse  that  for  ordinary  trade  bills.  But  whether  the  better  or  worse 
rate  stands  first  depends  on  how  the  exchange  is  quoted,  i.e.  whether  in 
sterling  or  in  foreign  money. 

From  the  preceding  discussion  it  is  evident  that  a  favourable  exchange 
is  favourable  to  buyers  of  foreign  bills,  e.g.  importers,  and  ipso  facto  un- 
favourable to  sellers  of  such  bills,  e.g.  exporters.  And  in  this  connection  it 
is  worthy  of  notice  that  the  exchanges  are  unfavourable  when,  ceteris  paribus, 
there  is  an  unfavourable  balance  in  the  mercantilist  sense,  i.e.  an  excess  of 
imports  over  exports.  So  far  the  expressions  "  favourable  "  and  "  unfavourable," 
as  applied  to  the  exchanges  appear  as  a  survival  from  a  time  when  mercan- 
tilist ideas  prevailed,  an  example  of  "  fossil  history."  But  apart  altogether 
from  this  historical  mercantilist  interpretation,  the  use  of  these  epithets 
may  be  justified  from  the  modern  standpoint  in  view  of  the  influence  of  the 
state  of  the  exchanges  on  the  bank  reserve  and  the  rate  of  discount.  A 
favourable  exchange  inclines  towards  the  import  specie-point.  It  is  favour- 
able in  the  sense  that  an  inflow  of  gold  means  an  increased  reserve  and  a 
fall  in  the  rate  of  discount,  which  in  turn  tends  to  induce  an  expansion  of 
credit,  rising  prices,  and  commercial  activity.  An  unfavourable  exchange, 
on  the  other  hand,  tends  towards  the  export  specie-point.  It  is  unfavour- 
able inasmuch  as  it  threatens  a  foreign  drain  of  gold  with  consequent 
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diminished  reserve,  rise  in  the  rate  of  discount,  contraction  of  credit,  falling 
prices,  and  depression  of  trade.1 

It  is  to  be  observed,  however,  that  the  course  of  exchange  may  be 
favourable  to  this  country,  while  yet  there  is  an  "  unfavourable  balance  "  in 
the  mercantilist  sense.  The  balance  of  trade  is  only  one  of  many  elements 
that  go  to  determine  the  balance  of  indebtedness ;  and  this  in  turn,  as 
already  indicated,  is  but  one  of  the  causes  affecting  the  course  of  the 
exchanges,  on  which  depends  the  inflow  or  outflow  of  bullion. 

Causes  of  Fluctuations  in  the  Exchanges 

I.  International  Indebtedness. — The  primary  cause  of  fluctuation  is 
to  be  found  in  the  relative  indebtedness  of  the  two  countries  concerned. 
The  reference  here,  however,  is  not  to  permanent  indebtedness,  but  to  the 
debts  payable  on  the  date  in  question.  All  the  world  is  debtor  to  Great 
Britain,  but,  apart  from  the  periodical  payment  of  interest,  the  magnitude 
of  this  foreign  indebtedness  will  not  move  the  exchanges  by  a  hairbreadth 
in  favour  of  this  country  till  the  time  of  the  payment  approaches.  It  is  true 
that  if  the  payment  of  any  large  sum  is  known  to  be  impending  the  influence 
of  this  on  the  exchanges  will  be  anticipated  just  as  the  price  of  wheat  is 
affected  by  estimates  of  the  probable  outcome  of  the  next  harvest.  The 
prices  of  bills,  like  the  prices  of  commodities  generally,  are  affected  by  men's 
forecasts  of  the  future  relations  of  demand  and  supply.  But  allowing  for 
this,  it  may  be  said  that  the  balance  of  indebtedness  which  affects  the 
exchanges  depends  on  the  debts  which  fall  due  and  must  be  settled,  and 
not  on  those  that  are  in  abeyance.  The  elements  that  go  to  determine  the 
balance  of  indebtedness  may  be  grouped  thus : — 

(1)  Trade  Indebtedness,  i.e.  Material  Imports  and  Exports. — It  is  clear 
that  a  country  is  a  debtor  to  other  countries  to  the  extent  of  the  value  of 
its  imports,  and  a  creditor  for  the  value  of  its  exports.  The  former,  there- 
fore, tell  against  the  balance,  the  latter  in  favour  of  it.  Not  only  are  these 
the  most  important  items  in  the  national  balance-sheet,  but,  as  hitherto 
assumed,  they  may  be  taken  as  typical  of  all  the  others.  These  others  may, 
indeed,  be  reduced,  in  so  far  as  their  influence  on  the  exchanges  is  concerned, 
to  terms  of  imports  and  exports. 

(2)  Loans  to  and  Investments  in  Foreign  Countries. — These,  at  the  time 
they  are  made,  act  on  the  balance,  and  therefore  on  the  exchanges  like 
imports  into  the  lending  and  exports  from  the  borrowing  country.  The 
lending  country  becomes  a  debtor  for  the  time  being  by  importing  securities 
for  which  it  must  pay  in  goods  or  in  gold.  Only  when  the  former  prove 
inadequate,  and  bills  in  consequence  rise  above  the  specie-point,  will  the 
latter  means  of  payment  be  adopted.  The  borrowing  country,  on  the  other 
hand,  exports  securities,  and  is  creditor  till  it  receives  the  proceeds  of  the 
loan.  To  contract  a  foreign  loan  has  the  same  effect  on  the  exchanges  as 
an  increase  of  exportation ;  and  provided  it  can  be  done,  it  is  the  simplest 
method  of  correcting  an  adverse  exchange.  The  sale  of  large  holdings 
of  foreign  stocks  .will  tend  in  the  same  direction. 

1  Exchanges.  Reserve.  Bate  of  Discount.  Prices. 

Favourable  >         High  >         Low  *-  Rising 


Unfavourable        >         Low  >  High  >  Falling 
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(3)  Interest  on  Foreign  Loans  and  Investments  and  Repayment  of  such 
Loans,  as  well  as  all  Donations  and  Tributes  from  Abroad. — These  tell  in 
favour  of  the  balance  of  the  creditor  country  just  as  exports  do.  The 
interest  annually  received  by  Great  Britain  on  the  immense  sums  lent  to 
or  invested  in  her  own  colonies,  the  United  States,  and  other  foreign 
countries,  is  estimated  to  amount  to  upwards  of  £75,000,000.  This  tells  in 
favour  of  England's  balance,  and  goes,  together  with  the  annual  remittaaces 
of  the  American  Irish  to  their  kindred  in  the  old  country,  and  the 
remittance  home  of  savings  by  India  civil  servants  and  others,  to 
swell  the  annual  volume  of  imports  the  United  Kingdom  is  entitled  to 
receive. 

(4)  Freights,  Commissions,  Brokerages,  etc. — A  country  is  a  creditor  for 
the  carrying  work  done  by  its  ships  on  behalf  of  foreigners,  and  also  for  the 
commissions  earned  by  its  bankers,  brokers,  and  agents  who  transact  business 
for  foreigners.  In  the  case  of  imports  the  freights  form  part  of  the  price 
paid  by  the  home  consumer,  but  the  freight  on  the  exports  is  ultimately 
paid  by  the  foreign  consumer.  The  element  of  freight  has  been  aptly 
described  by  Sir  E.  Giflen  as  an  "  invisible  export."  Now  our  ships  do  the 
greater  part  of  the  world's  carrying  trade,  and  it  is  estimated  that  the 
United  Kingdom  earns  in  freights  £70,000,000  annually  (y.  GifTen,  Essays 
in  Finance,  2nd  series,  pp.  171-89).  As  regards  banking  and  commission 
business  it  is  clear  from  London's  position  as  the  settling  house  of  the 
world  that  the  amount  falling  due  annually  on  this  account  must  also  be 
very  large. 

The  causes  discussed  under  heads  3  and  4  account  for  by  far  the  greater 
part  of  the  annual  excess  of  imports  over  exports  of  material  commodities 
in  the  case  of  the  United  Kingdom. 

(5)  Expenses  of  Foreign  Residence,  Government  Political  and  Military 
Expenses  Abroad,  etc. — These  tell  against  the  balance  of  the  country  incur- 
ring such  expense.  The  expenses  of  absentee  Irish  landlords  must  be  met 
by  exports  from  Ireland.  So  also  part  of  America's  excess  of  exports  goes 
to  defray  the  expense  incurred  by  Americans  travelling  in  Europe.  This  is 
also  an  important  factor  in  the  Russian  exchanges.  "  The  bills  drawn  by 
the  travelling  princes  on  their  St.  Petersburg  bankers  affect  the  exchanges 
precisely  with  the  same  force  as  bills  drawn  on  St.  Petersburg  for  the 
champagne  sent  thither  from  France  "  (Goschen,  Theory,  p.  20).  As  much 
may  be  said  of  political  and  military  expenditure.  Adam  Smith's  words 
are  apposite  to-day.  "  The  enormous  expense  of  the  late  war,  therefore,  must 
have  been  chiefly  defrayed,  not  by  the  exportation  of  gold  and  silver,  but 
by  that  of  British  commodities  of  some  kind  or  other  "  (  Wealth  of  Nations, 
bk.  iv.  ch.  L) 

Such  are  the  leading  constituent  elements  of  international  indebtedness, 
the  comparative  amount  of  which  is  the  primary  cause  of  exchange  fluctua- 
tions. It  is  evident  that  the  necessary  condition  of  continued  solvency  for 
any  nation  is  that  its  imports  must  be  paid  for  by  exports — taking  these 
terms  in  their  widest  sense  as  including  securities,  freights,  commissions, 
and  all  forms  of  immaterial  as  well  as  material  commodities.  A  nation,  it 
has  been  seen,  may  temporarily  restore  the  equation  of  indebtedness  and 
"  correct "  an  adverse  exchange  by  borrowing  abroad.  For  the  time  being 
it  exports  securities  ;  but  this  simply  means  that  in  the  long-run  it  must 
export  more  in  the  shape  of  material  commodities  or  services. 

So  far  as  international  indebtedness  is  the  sole  operating  cause,  the 
variation  in  the  exchanges  is  limited,  as  already  explained,  by  the  specie- 
points.      But  there  are  other  influences  to  be  considered  which  cause 
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fluctuations  beyond  these  limits.  Of  these  there  now  falls  to  be  considered 
the  element  of  time.  Differences  in  the  time  which  must  elapse  before  the 
bills  become  payable  constitute,  as  indicated  earlier  in  this  article,  a  cause 
of  exchange  fluctuations.  This  arises  from  its  bringing  into  play  the 
influence  of  the  rate  of  interest,  and  allowing  greater  scope  for  the  influence 
of  the  state  of  credit  in  determining  the  price  of  foreign  bills. 

II.  The  Rate  of  Interest. — (a)  The  rate  in  the  country  where  the 
bills  are  drawn  is  occasionally  important.  A  high  rate  affects  the  exchanges, 
"  since  it  renders  the  seller  more  eager  and  the  purchaser  more  reluctant." 
The  former  is  anxious  to  obtain  cash,  while  the  latter  hesitates  to  lock  up 
cash.  Thus  in  America  in  1861,  when  the  Civil  War  was  impending,  there 
was  a  favourable  balance  of  trade — i.e.  there  had  been  great  exports  to,  and 
comparatively  few  imports  from  Europe.  Therefore,  the  other  elements 
in  the  balance  of  indebtedness — e.g.  interest  on  loans — not  being  equivalent 
to  this  excess  of  exports,  there  was  an  excess  of  supply  in  New  York  of 
bills  on  London.  The  price  of  bills  on  London  might,  therefore,  have  been 
expected  to  fall  to  specie-point.  But  on  this  occasion  in  America,  owing  to 
the  collapse  of  credit,  the  urgent  demand  for  ready  cash,  and  the  expected 
high  rate  of  interest,  capitalists  hesitated  to  lock  up  their  capital,  and  the 
exchange  on  London  fell  far  below  specie-point.  This,  however,  is  a  case 
of  an  exceptional  type,  as  it  is  rare  to  find  a  stringent  money-market 
co-existing  with  a  favourable  balance  of  indebtedness  (vide  Goschen, 
Theory,  pp.  48-52). 

(6)  The  rate  of  interest  in  the  acceptor's  country — the  country  on  which 
the  bills  are  drawn — is  more  generally  important.  It  is  the  primary  cause 
of  difference  in  price  as  between  "  long  "  and  "short"  bills.  In  the  preceding 
discussion  it  has  been  assumed  for  simplicity  that  all  bills  are  drawn 
payable  at  sight.  But  practically  the  great  majority  of  bills  are  drawn 
payable  so  many  days  after  date  or  after  sight.  Generally  the  "  usance  " 
varies  from  thirty  days  to  six  months,  according  to  the  custom  of  the  trade. 
Now  the  difference  in  price  between  say  a  sight  bill  and  a  three  months' 
bill  consists,  ceteris  paribus,  of  interest,  reckoned  at  the  rate  prevailing  in 
the  place  on  which  the  bill  is  drawn — the  bank  rate  of  discount  in  the  case 
of  trade  bills,  and  the  market  rate  in  the  case  of  first-class  bank-paper. 
By  this  amount  the  long-rate  will  be  lower  than  the  sight-rate  if  reckoned 
in  the  currency  of  the  drawing  country,  higher  than  the  sight-rate  if 
reckoned  in  the  foreign  currency  (vide  Clare,  ABC,  chap,  xii.) 

It  is  to  be  noted  here  that  bills  on  London  are  bought  in  Paris,  Berlin, 
or  New  York  not  merely  for  remittance  in  payment  of  debts,  but  for 
investment.  First-class  bills  of  exchange  are  the  most  convenient  form  of 
investment  for  that  part  of  the  banker's  money  which  he  requires  to  keep 
in  a  readily  available  shape,  since  he  can  speedily  replenish  his  store  of 
ready  money  by  simply  letting  his  bills  run  out  without  restocking  his 
portfolio.  London  bankers,  it  appears,  do  not  invest  largely  in  foreign 
bills  of  exchange.  They  confine  their  purchases  to  home  bills.  But 
foreign  bankers  do  invest  very  largely  in  bills  on  London.  Now,  as  regards 
the  purchase  of  such  bills  for  remittance  in  payment  of  a  debt,  the  higher 
the  rate  of  interest  in  London  the  more,  ceteris  paribus,  will  the  foreign 
buyer  be  willing  to  give  for  a  "  short "  bill,  and  the  less  for  a  "  long  "  bill 
on  London ;  for  with  the  former,  if  his  debt  is  payable  immediately,  he 
averts  the  necessity  of  paying  the  high  rate  of  interest,  and  with  the  latter 
he  must  either  pay  the  high  rate  till  the  bill  becomes  due,  or  cash  it  at  the 
high  rate  of  discount.  The  position  is  similar  with  regard  to  the  purchase 
of  foreign  bills  as  an  interest -yielding  investment.     Three  months'  bills  on 
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London  are  bought  in  Paris  say  at  the  "  long "  or  cheaper  rate,  and  sold 
when  due  at  the  "  short "  or  dearer  rate,  the  difference  being  the  return  in 
interest.  The  higher,  therefore,  the  rate  of  discount  in  London  when  the 
bill  is  bought,  the  greater,  ceteris  paribus,  the  margin  of  difference  between 
the  prices  of  "long"  and  of  "short"  bills,  the  better,  consequently,  the 
prospect  of  profit  if  the  rate  is  expected  to  remain  high,  and  the  greater 
the  demand  for  bills  on  London.  Thus  a  rise  in  the  London  market  rate 
above  the  market  rate  in  Paris  will  at  once  tend  so  far  to  move  the 
exchange  in  favour  of  London.  A  rise  in  the  London  bank  rate  alone 
will  not  suffice  for  this,  since  the  foreign  banker  will  buy  for  investment 
only  first-class  bank-paper,  and  the  interest  allowed  for  in  the  price  of  this 
is,  as  already  indicated,  not  the  bank  rate,  but  the  market  rate.  In  a  time 
of  stringency,  however,  the  market  rate  will  follow  the  bank  rate.  When 
the  money  market  is  "  easy  "  and  the  bankers'  reserves  are  high,  the  market 
can  and  does  undersell  the  bank,  and  a  rise  in  the  bank  rate  is  ineffective. 
But  in  times  of  stringency,  when  money  is  scarce,  the  "  other  deposits " 
with  the  Bank  of  England,  i.e.  the  bankers'  reserves,  are  low;  and  the 
discount  houses,  relying  themselves  on  the  Bank  of  England  for  aid,  cannot 
afford  to  undersell  it.  At  such  a  time,  therefore,  the  bank  rate  rules  the 
market.  Hence  a  recognised  mode,  and  in  this  country  the  standard  mode, 
of  "  correcting  "  the  exchanges,  turning  them  in  favour  of  London,  and  so 
checking  a  drain  of  gold  and  replenishing  the  reserve,  is  to  raise  the 
bank  rate. 

But  apart  from  its  immediate  influence  on  the  price  of  bills,  the  rate 
of  discount  affects  the  exchanges  through  its  influence  on  the  state  of 
credit  and  the  condition  of  trade.  A  low  rate  tends  to  produce,  in  course 
of  time,  an  expansion  of  credit,  increased  speculation,  rising  prices, 
and  an  increased  importation  both  of  securities  and  commodities. 
This,  other  things  equal,  leads  to  an  adverse  balance  and  an  unfavour- 
able exchange,  which  again  reacts  on  the  reserve  and  the  rate  of 
discount.  A  high  rate,  while  at  once  attracting  gold  from  abroad,  as 
we  have  seen,  or  at  least  checking  the  drain,  at  the  same  time  leads  directly 
to  a  contraction  of  credit  at  home,  and  a  fall  in  prices  of  securities  and 
commodities  with  an  increased  exportation  of  both,  and  a  resulting  favourable 
balance. 

III.  The  State  of  Credit  is  a  powerful  cause  of  fluctuations  in  the 
exchanges.  In  the  absence  of  good  credit  a  rise  in  the  rate  of  interest, 
however  great,  will  be  unavailing  as  a  "corrective"  to  an  unfavourable 
exchange,  for  there  will  be  no  investment  demand  for  bills  on  the  country 
in  question.  Even  where  the  credit  of  a  country  is  normally  high,  as  is 
that  of  England,  it  has  happened  in  times  of  panic  that  the  rise  in  the  rate 
of  discount  has  proved  ineffective.  Thus  in  1866,  the  year  of  the  crisis 
marked  by  the  failure  of  Overend,  Gurney,  and  Company,  the  bank  rate 
in  London  stood  for  upwards  of  three  months  at  10  per  cent,  or  6  per  cent 
above  the  Paris  rates.  Yet  the  Paris  exchange  remained  for  the  whole 
time  against  London.  On  the  other  hand,  owing  to  skilful  management 
the  Baring  crisis  of  1890  left  the  credit  of  England  and  the  rate  of  exchange 
with  European  capitals  practically  unaffected.  In  connection  with  the 
state  of  credit  the  element  of  time,  as  already  observed,  is  important. 
It  accounts  often  for  differences  in  the  rates  of  exchange  quoted  for 
"  long  "  and  for  "  short  "  bills — differences  which  cannot  be  explained  by 
differences  in  the  rates  of  interest  ruling  in  the  places  in  question.  There 
is  more  risk  of  failure  on  the  part  of  the  drawer  or  acceptor  in  the  case  of 
a  three  months'  bill  than  in  that  of  a  bill  at  sight ;  and  the  greater  the 
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risk,  the  greater  is  the  margin  of  difference  between  the  "long"  and  the 
"  short "  exchange. 

IV.  The  State  of  the  Currencies  in  the  Exchanging  Countries. 
— Owing  to  the  operation  of  the  causes  already  considered,  it  is  clear  that 
fluctuations  in  the  exchanges  may  take  place  even  when  the  countries  con- 
cerned have  the  same  currency  system.  But  the  liability  to  as  well  as  the 
scope  of  fluctuation  is  much  increased  by  differences  in  the  relative  value 
of  the  currencies  in  use.  To  take  a  classical  instance,  before  the  foundation 
of  the  Bank  of  Amsterdam  in  1609  that  city  had  become  flooded  with  clipt 
and  worn  foreign  coin,  and  good  money  was  no  sooner  issued  than  by  the 
operation  of  Gresham's  law  it  was  driven  from  circulation.  Hence  there 
was  great  uncertainty  as  to  the  value  of  bills  on  Amsterdam,  and  the 
exchange  was  always  against  her.  To  remedy  this  state  of  matters — to 
meet  the  need  for  a  good  currency  in  which  foreign  bills  might  be  paid — 
the  bank  was  established.  It  received  the  actual  currency  at  its  metallic 
value,  and  after  deducting  expense  of  recoinage,  etc.  gave  credit  for  this 
in  its  books.  This  credit  was  called  bank  money,  and,  as  it  represented 
money  of  the  mint  standard,  it  was  always  worth  more  than  current 
money.  Payment  of  foreign  bills  was  to  be  made  in  bank  money,  and  this 
removed  all  uncertainty  as  to  their  value.  (See  Adam  Smith,  Wealth  of 
Nations,  bk.  iv.  ch.  iii.) 

(a)  The  Paper  Exchanges. — But  the  most  striking  illustration  of  the  influ- 
ence of  currency  differences  on  the  exchanges  is  seen  where  the  currency  of 
the  one  country  consists  of  gold  and  that  of  the  other  of  inconvertible 
paper  depreciated  through  discredit  or  from  excessive  issue.  In  such  a 
case  the  exchanges,  if  quoted  in  terms  of  the  depreciated  currency,  appear 
very  unfavourable  to  the  paper-using  country.  This,  however,  is  the 
nominal  exchange.  To  obtain  the  exchange  in  terms  of  bullion  or  the 
real  exchange,  it  is  necessary  to  deduct  the  premium  on  gold.  The  best 
example  at  present  is  the  Argentine  Exchange.  Owing  to  the  depreciation 
of  the  Argentine  currency,  the  premium  on  gold  at  one  time  stood  as  high 
as  300  per  cent,  i.e.  the  paper  peso  had  fallen  to  one-fourth  of  its  nominal 
gold  value.1  But  nearly  every  civilised  country  has  at  one  time  or  other 
had  experience  of  inconvertible  paper.  In  England,  during  the  suspension 
of  specie  payments  (1797-1821),  the  notes  of  the  Bank  of  England  were 
issued  in  excess.  As  a  consequence  a  premium  on  gold  appeared,  and  the 
exchanges  became  unfavourable  to  England.  America  had  a  similar  though 
worse  experience  under  the  rigime  of  inconvertible  "  greenbacks "  (1862- 
1878),  when  a  premium  on  gold  of  285  was  recorded.  The  existence  of  such  a 
depreciated  inconvertible  paper  currency  is,  it  is  hardly  necessary  to  observe, 
a  serious  impediment  to  trade.  Fluctuations  in  the  premium  can  never  be 
foretold.  A  merchant  in  England,  for  example,  may  sell  goods  to  a  cus- 
tomer in  Argentina  for  a  certain  price,  and  instruct  his  customer  to  remit 
a  bill  for  that  amount  But  before  the  remittance  reaches  him  the  pre- 
mium on  gold  may  have  risen,  and  his  bill  will  fetch  so  much  less.  He 
may,  doubtless,  make  forward  exchange  contracts,  but  that  merely  shifts  the 
risk,  and  he  pays  for  the  insurance.  Similarly  a  merchant  in  Argentina 
selling  goods  in  London  for  a  certain  price  will  suffer  if  the  premium  falls 
before  he  can  sell  his  bill. 

In  the  case  of  exchange  between  gold  standard  and  inconvertible  paper 
standard  countries,  therefore,  it  appears  that  the  limit  to  the  nominally 

1  In  the  quotation  for  Buenos  Ayres  given  above  (p.  102),  the  rate  of  exchange  of  the  gold 
peso  in  pence  is  stated  together  with  the  gold  premium,  from  which  the  rate  in  terms  of  paper 
can  be  deduced. 
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adverse  exchange  is  specie-point,  plus  the  premium  on  gold  plus  insurance 
against  a  rise  therein.1  If  there  is  no  gold  then  the  limit  to  the  adverse 
movement  is  commodity- point.  In  other  words,  if  the  country  having 
inconvertible  paper  has  been  drained  of  its  stock  of  gold,  then  the  price  of 
bills  on  it  may  fall  till  it  would  better  pay  to  bring  commodities  from  it 
than  to  sell  a  bill. 

(6)  The  Silver  Exchanges. — Similar  reasoning  to  the  above  is  applicable 
to  the  case  of  the  exchanges  between  gold  standard  and  silver  standard 
countries.  Here  in  seeking  to  find  the  real  state  of  the  exchange  from 
consideration  of  the  nominal  exchange  allowance  must  be  made  for  varia- 
tion in  the  gold  value  of  silver.  There  can  be  no  mint  par  of  exchange 
save  between  countries  having  the  same  standard  of  value.  But  before 
1873,  when  the  gold-price  of  silver  was  fairly  steady  at  a  little  over  60d.  per 
ounce,  there  was  a  stable  par  of  exchange  about  which  the  actual  exchanges 
fluctuated  within  narrow  limits.  But  when  the  fall  in  the  gold-price  of 
silver  began  that  stable  par  disappeared.  The  fall  was  in  its  nature 
fluctuating  and  uncertain,  and,  like  the  depreciation  of  inconvertible  paper, 
it  acted  as  a  serious  impediment  to  trade.  Of  this  type  of  exchange  the 
Anglo-Indian  was  formerly  the  leading  example.  But  with  the  closure  of 
the  mints  of  India  to  the  free  coinage  of  silver  in  1893,  the  rupee  ceased 
to  fluctuate  in  its  gold-price  as  silver  fluctuated.  The  rupee  is  now  main- 
tained by  the  application  of  the  principle  of  limitation  at  the  fixed  gold 
price  of  16d.,  or  R15  =  £l.  In  other  words,  India  is  for  exchange  pur- 
poses a  gold  standard  country,  and  the  exchange  between  England  and 
India  fluctuates  like  other  gold  exchanges  within  the  comparatively  narrow 
limits  set  by  the  specie-points.  The  Mexican  and  Chinese  are  now  the 
leading  examples  of  the  silver  exchanges. 

The  Effects  of  Currency  Depreciation  and  Appreciation 

on  Foreign  Trade 

It  may  be  taken  as  a  general  principle  that  every  rise  in  the  price 
of  foreign  bills  so  far  tends  to  stimulate  exports,  since  it  enables  the  ex- 
porter to  obtain  a  better  price  for  his  draft ;  conversely,  every  fall  in  the 
price  of  foreign  bills  tends  to  stimulate  imports,  since  it  enables  the 
importer  to  buy  his  remittance  in  payment  at  a  cheaper  rate.  A  specific 
depreciation  of  paper  or  of  silver,  that  is,  a  rise  in  the  paper-price,  or  silver- 
price,  of  gold,  will  tend  therefore  to  stimulate  exports  from  the  paper-using 
or  silver-using  country  to  the  gold-using  country,  and  to  check  exports 
thither  from  the  gold-using  country.  This  deduction  has  been  amply 
borne  out  by  experience.  The  Mexican  export  trade  flourishes  with  the 
fall  in  the  gold-price  of  silver,  for  the  exporter,  sending  his  goods  to  London, 
can,  so  long  as  he  gets  the  same  gold-price,  or  one  which  has  not  fallen  in 
proportion  to  the  fall  in  the  gold-price  of  silver,  sell  his  sterling  bill  for  more 
Mexican  dollars,  while  his  expenses  at  home  have  not  risen.  The  same  is 
true  of  the  Argentine  exporter  so  long  as  the  general  level  of  paper-prices 
in  Argentina  has  not  risen.  But,  conversely,  the  exporter  from  the  gold- 
using  country  suffers,  since,  obtaining  only  the  old  silver  or  paper-price  for 
his  goods,  his  bill  will  now  sell  for  less  gold.  It  is  only  during  the  process 
of  depreciation,  however,  that  there  is  any  stimulus  or  check.  Once  general 
paper-prices  have  risen  in  Argentina  in  proportion  to  the  rise  in  the  paper- 
price  of  gold  the  influence  on  trade  disappears.     The  same  is  true  of  the 

1  The  specific  depreciation  of  a  country's  currency  will  ceteris  paribus  show  itself  in  a  fall 
or  rise  in  the  foreign  exchanges  according  as  it  receives  or  gives  the  variable. 
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exchange  with  silver-using  countries,  save  that  as  experience  shows  the 
readjustment  may  be  made  by  a  fall  in  gold-prices  rather  than  by  a  rise  in 
silver-prices. 

Where  the  depreciation  of  the  currency  is  not  a  specific  depreciation 
relatively  to  gold,  but  a  general  depreciation,  i.e.  where  paper-prices  gener- 
ally rise  through  over-issue  before  the  paper-price  of  gold  rises,  the  stimulus 
and  check  respectively  will  be  in  the  opposite  directions  to  the  foregoing. 
The  merchant  in  the  gold-using  country  sending  his  goods  to  the  paper- 
using  country  will  obtain  the  higher  paper-price,  which  on  conversion  at 
the  old  ratio  will  fetch  more  gold.  The  merchant  in  the  paper-using 
country,  on  the  other  hand,  gets  for  his  exports  to  the  gold-using  country 
only  the  former  gold-price,  which  converted  at  the  old  ratio,  fetches  only 
the  old  paper-price,  while  his  expenses  in  paper  have  risen.  But  again 
this  stimulus  and  check  can  only  last  till  the  premium  on  gold  equals  the 
general  depreciation  of  the  notes. 

Indirect  Settlement  of  Indebtedness — Arbitration  of  Exchange 

Hitherto  the  existence  has  been  assumed  of  two  countries  dealing  ex- 
clusively with  each  other,  and  the  operations  discussed  constitute  what  is 
known  as  "  direct  exchange."  But  in  practice  the  results  are  modified,  and 
extreme  variations  in  any  particular  exchange  are  in  general  prevented  by 
the  close  interconnection  existing  between  all  the  chief  commercial  countries. 
There  are,  for  example,  instances  of  "  triangular  trade,"  such  as  the  trade  of 
the  United  States,  China,  and  England.  The  United  States  pays  for  her 
excess  of  imports  from  China  by  remitting  bills  drawn  on  London  against 
her  excess  of  exports  thither,  the  indebtedness  of  London  to  China  thus 
created  being  met  by  England's  normal  excess  of  exports  to  that  country. 
"  Indirect  exchange  "  will  be  resorted  to  in  the  settlement  of  debts  when- 
ever the  difference  in  the  rates  of  exchange  is  such  that  even  a  very  small 
margin  of  profit  can  be  secured  by  so  doing.  Thus  the  Paris  banker  who 
wishes  to  remit  to  London  may  not  remit  direct  if  the  London  exchange  is 
against  Paris.  He  may  find  that  the  Berlin  exchange  is  favourable  to 
Paris,  and  that  the  exchange  between  Berlin  and  London  is  favourable 
to  Berlin.  In  that  case  it  may  pay  him  to  purchase,  and  remit  to  London 
bills  on  Berlin.     This  constitutes  simple  arbitration  through  Berlin. 

More  circuitous  transactions  are  what  is  known  as  compound  arbitration. 
Suppose,  for  example,  that  in  Paris  bills  on  Amsterdam  are  pressed  for  sale, 
and  the  Paris  banker  learns  that  in  London  bills  on  Amsterdam  are  in 
demand,  while  bills  on  Berlin  which  are  scarce  in  Paris  are  superabundant 
in  London.  Then  the  Paris  banker  may  see  his  way  to  make  a  profit  by 
purchasing  and  remitting  to  London  bills  on  Amsterdam,  and  instructing 
his  London  correspondent  to  send  him  in  return  bills  on  Berlin. 

Thus  in  the  absence  of  disturbances  due  to  the  state  of  credit  the  com- 
petition of  bankers  in  the  arbitrage  business  tends  to  prevent  any  consider- 
able divergence  between  the  rates  for  bills  of  the  same  kind  in  different 
markets. 

AUTHORITIES.— Goschen's  Theory  of  the  Foreign  Exchanges;  Clare's  Money-Market 
Primer  and  Key  to  the  Exchanges  ;  also  the  same  writer's  A  B  Co/  the  Foreign  Exchanges.  This 
last  is  now  the  best  work  for  students,  though  Goschen's  exposition  of  principles  remains  un- 
surpassed. There  are  excellent  chapters  on  the  subject  in  Bastable's  Theory  of  International 
Trade  (3rd  ed.)>  Nicholson's  Principles  of  Political  Economy,  vol.  ii.,  and  Pierson's  Principles 
of  Economies,  vol.  i.  Tate's  Cambist,  23rd  ed.,  is  the  standard  work  of  reference  for  the  details 
of  exchange  operations. 

Arch.  B.  Clark. 


110  FORFEITURE  OF  SHARES 

Forfeiture  Of  Shares.  — The  Articles  of  Association  of  a 
limited  company  usually  confer  power  upon  the  directors  to  forfeit  the 
shares  of  those  members  who  have  made  default  in  paying  the  calls  due 
on  their  shares.  The  various  formalities  set  out  in  the  Articles  require  to 
be  strictly  complied  with,  as  any  irregularity  may  invalidate  the  forfeiture. 
In  most  cases  the  Articles  provide  that  the  member  whose  shares  have  been 
forfeited  remains  liable  for  calls  due  at  the  date  of  forfeiture.  "When 
shares  have  been  duly  forfeited  the  directors  may  re-allot  or  dispose  of  the 
shares  in  such  manner  as  they  may  think  fit. 

Forged  Transfers. —  In  the  case  of  shares  in  joint  stock 
companies  and  other  bodies  which  are  transferred  by  means  of  a  duly 
executed  transfer  sent  to  the  company's  office  for  registration,  it  is 
necessary  that  the  company  should  take  every  precaution  to  see  that  the 
transfer  is  not  a  forged  one.  In  practice  it  is  usual  for  a  company,  on 
receiving  a  transfer,  to  notify  the  registered  holder  that  such  a  transfer  has 
been  lodged,  and  that  unless  he  repudiates  it  by  return  of  post  or  within  a 
certain  time,  the  transferee  will  be  registered  as  the  holder.  The  company, 
however,  are  under  no  obligation  to  give  this  notice,  and  even  after  giving 
this  notice,  the  alleged  transferor  is  not  estopped  from  afterwards  im- 
peaching a  forged  transfer  by  reason  only  of  his  neglect  to  reply  to  such 
notice. 

Should  a  company  issue  a  certificate  to  the  transferee  mentioned  in 
a  forged  transfer,  and  that  transferee  sell  to  a  bond  fide  purchaser,  the 
company,  when  the  forgery  is  discovered,  will  have  to  compensate  the 
purchaser  for  the  loss  sustained  through  the  transfer  being  a  forgery.  The 
original  registered  holder,  in  such  cases,  is  not  affected  by  such  a  transfer,  and 
it  is  the  company  who  suffer  the  loss.  By  the  Forged  Transfer  Acts  1891-92, 
a  company  or  other  body  may  make  compensation  by  a  payment  in  cash  for 
loss  sustained  through  a  forged  transfer.  Under  these  acts  the  company  is 
empowered,  if  it  think  fit,  to  charge  a  fee  for  each  transfer  over  and  above 
the  ordinary  transfer  fee  to  provide  a  fund  for  paying  compensation. 

Forgery. — It  is  easier  to  give  instances  of  forgery  than  to  give  an 
exact  definition  of  what  constitutes  forgery.  Forgery  is  the  fabricating 
and  uttering  as  genuine  a  writing  feloniously  intended  to  represent  the 
genuine  writing  of  another.  The  root  idea  is  counterfeiting  a  signature  or 
falsifying  a  document  with  the  view  to  reaping  an  advantage  at  the  expense 
and  to  the  detriment  of  some  one  else.  There  is  thus  in  forgery  the  element 
of  unlawful  personation — one  individual  puts  himself,  without  authority,  in 
the  place  of  another,  and  draws  up  a  document  in  the  latter's  name  to  which 
he  adhibits  the  latter's  signature  and  passes  it  off  as  genuine.  A  combination 
of  persons  may  be  engaged  in  this  unlawful  work,  and  the  forgery  may 
simply  consist  in  the  falsification  of  a  signature  or  signatures. 

The  statute  law  of  England  attempts  no  definition  of  the  crime  of 
forgery,  against  any  acts  of  which  there  is  civil  redress  where  possible 
and  practicable.  In  procedure  by  common  law  against  a  forger  or  forgers 
for  the  perpetration  of  that  crime,  the  charge  resolves  itself  into  one  of 
making  or  fabricating  a  false  document  with  intent  to  steal  from  or  defraud 
some  person  or  persons  named.  This  fabricating  implies  and  includes  not 
only  composing  the  terms  of  the  document  or  documents  in  question,  but 
also  changing  their  character  or  altering  their  tenor,  or  subscribing  them 
in  the  name  of  another  person,  or  persons.  In  these  acts  the  intent  to 
defraud  must  be  proved,  either  directly  or  presumptively,  and  there  must  be 
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a  person  injured  or  in  course  of  being  injured  by  the  act,  to  bring  it  within 
the  fraudulent  category. 

Forgery  has  been  long  recognised  as  a  crime  of  the  educated  classes. 
Sir  Walter  Scott,  though  taken  to  task  for  depicting  Marmion  as  a  forger, 
was  wiser  than  his  critics,  and  knew  that  forgery  was  a  common  crime  at 
the  time  of  which  he  wrote.  In  a  commercial  community  there  is  no  more 
dangerous  offence,  especially  when  the  transactions  are  on  a  gigantic 
scale,  and  when  the  operations  of  trade  have  to  be  so  rapidly  performed 
that  little  time  is  left  to  scan  the  instruments,  and  therefore  much  has  to 
be  assumed  as  correct  The  skilful  manipulator  of  figures  and  signatures, 
and  the  clever  copyist  of  the  handwriting  of  others,  aspires  at  least  to  give 
such  a  general  resemblance  to  the  imitations  he  is  practising  as  to  secure 
their  passing  without  detection.  It  is  because  of  the  great  risks  run  by 
all  business  men  that  the  precautions  against  forgery  increase  year  by 
year,  and  that  less  is  taken  for  granted  than  heretofore.  By  the  nature  of 
things,  banks  are  most  experimented  on  by  the  forger  because  they  offer 
the  biggest  objective  to  his  misdeeds,  from  the  extent  of  the  funds  at  their 
disposal  and  in  their  keeping. 

Great  has  been  the  variety  of  these  frauds.  Forged  bills,  on  a  big  scale 
like  the  Vagliano  frauds,  sometimes  partly  genuine  and  partly  false,  now 
and  again  running  on  for  years ;  forged  cheques  totalling  many  thousands 
of  pounds,  as  in  the  case  of  the  frauds  from  within  on  the  Bank  of 
Liverpool,  where  the  means  to  commit  the  offence  were  exceptional ;  and  in 
other  cases  where  the  person  whose  name  was  forged  could  rarely  be  seen ; 
forged  bank  notes  which  have  been  falsified  from  very  early  in  their  history 
and  put  into  circulation  as  adroitly  as  possible,  the  bank  note  paper  having 
in  several  instances  been  stolen  as  a  preparative  to  the  act  of  forgery; 
public  securities  have  also  been  forged  by  being  entirely  fabricated,  and 
where  genuine,  the  signatures  of  their  owners  have  often  been  forged ;  a 
bank's  letters  of  credit,  circular  or  ordinary,  have  also  been  falsified ;  and, 
indeed,  no  commercial  or  financial  instrument  has  been  sacred  to  the  forger, 
who  has  not  hesitated  to  fabricate  wills  as  well  as  certificates  of  all  kinds — 
any  document,  in  short,  whereby  he  could  obtain  money  or  money's  worth. 

It  may  be  asked  what  safeguard  a  bank  adopts  to  protect  itself  against 
forgery.  Some  of  these  may  be  briefly  stated.  With  bills  tendered  for 
discount,  it  may  notify  any  of  the  persons  named  that  it  holds,  or  has  been 
offered,  their  obligationa  In  the  case  of  cheques  the  frequent  making  up 
of  the  bank  pass  books,  and  the  returning  to  the  drawer  of  the  cheques  he 
has  issued,  are  preventive  so  far  of  fraud.  As  for  bank  notes,  the  system 
whereby  notes  in  circulation  return  to  the  bank  whose  name  they  bear,  and 
before  cancellation  are  marked  off  in  the  register  of  notes  issued,  tends  un- 
doubtedly to  let  a  bank  see  at  once  if  its  notes  are  being  forged.  It  can  then 
put  the  public  on  their  guard  so  far  as  it  cares  to  do  so.  With  reference  to 
drafts  and  circular  notes  issued,  chemical  safeguards  can  be  adopted  to 
prevent  alterations  in  the  figures,  while  advice  of  drafts  issued  is  a  sufficient 
check  in  itself.  So  far  as  forged  transfers  of  stock  are  concerned,  the  Legis- 
lature lately,  by  the  Forged  Transfers  Acts  of  1891  and  1892,  fixed  the  way 
for  banks  and  others  protecting  themselves  against  the  consequences  of 
accepting  forged  transfers  of  stock  which  had  been  entered  as  genuine  in  the 
books  of  the  companies  concerned.  When  all  remains,  there  is,  unhappily, 
scope  for  the  forger  whether  operating  on  banker,  commercial  man  or  firm, 
or  on  private  individual.     What  then  is  the  penalty  of  forgery  ? 

Justice  Stephen,  in  his  History  of  Criminal  Law,  gives  a  digest  of  the 
state  of  the  law  as  to  forger}'.     In  the  reign  of  Queen  Elizabeth  the  statute 
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5  Eliz.  c.  14  invoked  heavy  penalties  for  that  crime.  But  it  was  reserved 
for  the  18th  century  to  make  forgery  a  capital  offence,  so  many  were  the 
crimes  of  this  kind  arising  from  the  extensive  employment  of  paper  money, 
the  greater  that  there  was  no  legislative  restriction  of  its  use.  Forgery  was 
thus  a  royal  road  to  wealth  if  only  the  false  note  would  be  taken.  So 
numerous  were  the  public  executions  that  there  was  a  moral  revolt  against 
the  severity  of  the  punishment.  Accordingly,  the  Act  11  George  IV.  and 
1  William  IV.  c.  66,  and  the  Acts  7  William  IV.  and  1  Vict.  c.  84  took 
these  crimes  out  of  the  capital  category,  though  it  was  accounted  treason 
to  forge  the  Great  Seal  up  to  1867.  There  was  a  consolidation  in  that  year 
of  the  statutes  previously  enacted  as  to  forgery,  which  were  replaced  by  the 
Forgery  Act  1861,  24  &  25  Vict.  c.  981.  Under  the  provisions  of  this 
Act,  forgery  of  the  Great  Seal,  of  public  securities,  bills  of  exchange,  testa- 
mentary dispositions,  bank  notes,  etc.  is  punishable  by  penal  servitude  for 
life.  For  other  forms  of  forgery  the  maximum  terms  are  fourteen  and 
seventeen  years,  according  to  the  class  of  crime.  Forging  of  a  trade  mark 
renders  the  offender  liable  to  two  years'  imprisonment  with  hard  labour. 
All  acts  leading  to  or  abetting  the  forging  of  bank  notes,  such  as  preparing 
the  instruments  of  forgery,  or  the  documents  to  be  forged,  are  also  severely 
punishable,  as  is  also  the  act  of  uttering,  i.e.  putting  into  circulation,  any 
forged  bank  notes,  which  is  viewed  as  no  less  criminal  an  act  than  that  of 
the  falsification  itself,  since  without  the  uttering  the  criminal  object  would 
not  be  reached  even  though  the  intent  remained  the  same. 

J.  Macbeth  Forbes. 

Founders'  Shares  are  shares  allotted  to  the  founders  or  other 
persons  when  a  joint  stock  company  is  being  formed.  The  remuneration 
of  the  promoters  for  their  services  and  of  the  underwriters  in  consideration 
of  their  guaranteeing  the  issue  of  the  capital,  is  sometimes  settled  by 
allotting  them  founders'  shares.  Vendors  sometimes  take  part  of  the  price 
in  founders*  shares.  Sometimes  in  offering  ordinary  shares  to  the  public 
it  is  stipulated  that  those  subscribing  for  say  100  ordinary  shares  will  be 
entitled  to  one  founder's  share.  The  shares,  as  a  rule,  carry  such  pre- 
ferences as  the  right  to  a  certain  proportion  of  the  surplus  profits  after 
paying  a  stated  dividend  on  the  ordinary  shares,  and  extra  voting  powers, 
together  with  a  specified  proportion  of  the  surplus  assets,  if  any,  on  the 
winding  up  of  the  company. 

F.  P.  A. — These  letters,  meaning  "free  from  particular  average," 
appear  in  "slips"  for  policies  of  marine  insurance,  and  denote  that  the 
underwriter  is  not  to  be  liable  for  any  loss  or  damage  to  the  subject  insured 
which  does  not  amount  to  an  absolute  or  constructive  total  loss,  or  to  any 
loss  or  damage  incurred  by  the  subject  insured  for  the  safety  of  the  common 
adventure.  The  words  "  free  from  average  "  appearing  in  the  memorandum 
of  the  ordinary  Lloyds'  policy  have  the  same  meaning. 

Franc. — The  unit  of  value,  as  well  as  the  money  of  account,  in  the 
countries  forming  the  Latin  monetary  union  is  in  France,  Belgium,  and 
Switzerland,  called  the  franc.  In  Italy  it  is  called  the  lire,  and  in  Greece 
the  drachma.  The  franc  is  divided  into  100  centimes,  the  lire  into  100 
centesimi,  and  the  drachma  into  100  lepta.  The  value  of  a  gold  franc  in 
sterling  gold  916*6  fine  at  £3  :  17  :  10J  per  ounce  is  9*52  pence.  The  value 
of  the  silver  franc  in  standard  silver  of  9  25  fine  at  5s.  6d.  per  ounce  is 
1032  pence. 
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Fraud  in  Accounts. — The  subject  of  fraud  is  one  which  is 
always  more  or  less  claiming  the  attention  of  professional  and  commercial 
men.  Notwithstanding  the  various  devices  which  are  brought  to  light 
from  time  to  time,  and  the  remedies  adopted  to  prevent  their  repetition, 
the  practice  of  fraud  in  one  form  or  another  still  exists,  even  in  some  of  the 
best-regulated  establishments. 

Each  system  of  fraud  will  necessarily  vary  both  in  its  origin  and  in 
the  means  by  which  it  has  been  effected ;  accordingly  no  rules  that  will 
have  universal  application  can  be  framed  or  enunciated.  The  most  that 
can  be  done  in  this  connection  is  to  suggest  such  safeguards  as, 
systematically  exercised,  will  at  least  make  the  perpetration  of  fraud  a 
matter  of  considerable  difficulty,  and  possibly  prevent  it  entirely. 

The  object  of  the  following  observations  is  chiefly  to  illustrate  certain 
fundamental  principles  of  account-keeping  in  their  relation  to  the  title 
of  this  article,  and  at  the  same  time  to  make  some  workable  suggestions 
for  the  prevention,  as  well  as  the  discovery,  of  fraud  in  accounts. 

At  the  outset  the  definition  of  certain  terms  must  be  stated,  so  that  a 
confusion  of  ideas  may  be  avoided. 

Associated  with  the  word  "fraud"  are  the  words  "defalcation"  and 
"  embezzlement."  The  popular  impression  doubtless  is,  that  these  describe 
one  and  the  same  thing ;  but  this  idea  is  incorrect. 

Defalcation  means  the  deficit  or  loss  that  arises  in  funds,  goods,  or 
other  property  by  reason  of  dishonest  administration. 

Fraud  signifies  an  artifice  by  which  the  right  or  interest  of  a  third 
party  is  injured — a  stratagem  by  means  of  which  an  unlawful  gain  is 
obtained. 

Embezzlement,  the  actual  appropriation  or  disposal  of  the  product  or 
proceeds  obtained  by  means  of  fraud. 

To  illustrate  these  remarks : — A  cashier  receives  £100  in  notes  and  coin 
in  part  payment  of  an  account  due  to  his  employers.  He  enters  through 
his  Cash  Book  £90  to  the  credit  of  the  customer,  and  causes  a  sum  of,  say, 
£17 :  10s.  to  be  credited  to  the  same  account  through  the  Returns  and 
Allowances  Book,  describing  the  items  as — Casks  returned,  £1 :  10s. ; 
Allowance  for  inferior  quality,  £7 :  10s. ;  Goods  returned,  £8 :  10s. 

Of  the  £100  received  he  has  put  £10  in  his  own  pocket,  and  concealed 
it  in  the  credit  of  £17 :  10s. 

Here  the  defalcation  was  £10 ;  the  fraud  was  the  false  entry  through 
the  Returns  and  Allowances  Book ;  and  the  embezzlement  was  the  abstraction 
and  use  of  the  money  by  the  cashier. 

The  two  principal  questions  which  arise  out  of  such  an  instance  as  the 
one  just  given  are : — 

(1)  How  do  defalcations  arise  ? 

(2)  How  can  they  be  prevented  ? 

In  answering  these  questions  reference  will,  incidentally,  be  made  to 
certain  duties  which  auditors  have  to  perform,  and  to  those  equally 
important  matters  of  investigation  which  very  largely  depend  upon  the 
ability,  experience,  and  penetration  of  the  investigator. 

First  of  all,  then,  why  do  defalcations  occur,  and  what  induces  the 
practice  of  fraud  ? 

A  defalcation  occurs  through  the  negligence  or  dishonesty  of  one 
placed  in  a  position  of  trust.  The  act  of  negligence  may  be  unintentional 
or  wilful.  Where  a  bill  due  on  a  certain  day  is  not  then  presented 
for  payment,  it  is  an  act  of  negligence.  If  the  person  in  whose  care  this 
matter  was  placed  thoughtlessly  overlooked  it,  this  is  an  act  of  uninten- 
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tional  negligence.  If,  on  the  other  hand,  he  designedly  and  knowingly 
kept  this  bill  back,  it  is  wilful  negligence ;  and  if  by  this  act  he  obtained 
a  monetary  consideration  resulting  in  personal  profit,  at  the  expense  of 
third  parties,  a  defalcation  has  arisen,  a  fraud  has  been  practised,  and  the 
act  has  become  one  of  criminal  negligence.  Now,  the  possibility  of  such 
an  occurrence  may  arise  because  of  negligence  on  the  part  of  those  re- 
sponsible for  administration  and  direction.  Here,  then,  we  have  con- 
tributory negligence,  through  which  particular  acts  of  negligence  and 
dishonesty  become  possible. 

Therefore  to  the  question,  Why  do  defalcations  occur?  the  answer  is 
(1)  Because  of  the  contributory,  unpremeditated,  or  wilful  negligence  of 
those  in  positions  of  trust;  (2)  Because  safeguards  against  dishonest 
practices  have  either  been  inadequate  or  non-existent. 

The  motives  which  in  times  past  have  led  to  the  perpetration  of  fraud 
are  possibly  more  numerous  than  the  frauds  themselves.  Whatever  the 
motive,  however,  the  ultimate  object  has  been  the  acquisition  of  money  or 
its  equivalent.  There  are,  no  doubt,  other  reasons — such  as  the  relief  of 
temporary  financial  embarrassment,  the  gratification  of  personal  or  ex- 
travagant desires,  the  lust  of  such  power  as  money  can  bestow,  and  so 
forth.  All  these  subsidiary  reasons,  however,  have  invariably  resulted  in 
the  misappropriation,  or,  at  least,  the  misapplication  of  money.  The  subject- 
matter  of  the  fraud  need  not  in  its  essence  necessarily  be  money ;  title-deeds, 
scrip,  negotiable  instruments,  and  produce  have  all  from  time  to  time  been 
fraudulently  tampered  with,  in  order  that  through  such  manipulation  they 
might  become  convertible  into  coin. 

Having  dealt  with  the  object,  we  next  proceed  to  consider  what  means 
are  available  for  the  Discovery  and  Prevention  of  Defalcations. 

When  a  defalcation  arises,  its  discovery  is  in  the  nature  of  an  investiga- 
tion rather  than  that  of  an  audit.  On  the  other  hand,  the  precautions  to 
be  observed  for  preventing  a  defalcation  properly  come  within  the  province 
of  the  auditor.  Of  course  both  these  matters — the  discovery  of  a  defal- 
cation and  suggestions  for  preventing  such — may  require  attention  by  the 
auditor  simultaneously,  as  we  shall  notice  at  a  later  stage. 

When  a  professional  accountant  is  called  in  by  a  business  concern  to 
discover  whether  or  not  fraud  is  in  operation,  and  whether  any  defalcation 
has  arisen,  how  is  he  to  set  about  his  task  ?  The  probable  reply  would 
be :  Examine  the  books  from  the  time  when  they  can  be  proved  to  have 
balanced,  and  check  them  to  date  of  examination.  Then  vouch  Cash  Book 
as  in  an  audit,  prove  all  balances  of  Personal  Accounts,  and  such  Nominal 
Accounts  as  can  be  thus  treated.  Then  compare  percentages  in  the  re- 
spective periods,  and  test  the  average  result  shown  by  one  set  of  Trading 
Accounts  for  a  given  period  with  that  disclosed  by  those  for  a  succeeding 
period.  This  is  a  comprehensive  list  for  an  investigation ;  in  fact,  so  far 
as  trading  is  concerned,  it  is  almost  an  audit.  Such  a  course  as  this  could 
only  be  followed  where  the  transactions  are  inconsiderable  in  number  and 
extent ;  in  a  concern  of  any  magnitude  it  is  quite  clear  that  the  time  and 
the  expense  involved  by  so  extensive  an  examination  for  a  period  of,  say, 
five  years,  would  render  it  impracticable.  Beyond  this  lies  the  fact  that 
all  the  work  enumerated  might  be  carefully  performed  without  discovering 
the  main  point :  Is  fraud  in  operation ;  and,  if  so,  to  what  extent  ? 

To  ascertain  the  facts  in  such  an  instance  as  that  under  notice,  the 
means  employed  for  this  purpose  need  to  be  practical  rather  than  academic. 
The  means,  moreover,  must  be  sound  in  principle.  Knowledge  is  quite 
useless  unless  it  finds  ground  on  which  the  practical  application  of  its 
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fruits  can  be  set  forth.  We  come,  then,  to  this  conclusion :  To  be  of  any 
real  value  an  investigation  must  first  of  all  be  carried  out  on  sound 
principles ;  next,  the  work  must  be  conducted  so  as  to  end  in  a  definite 
result,  viz.  the  attainment  of  that  object  for  which  the  investigation  is 
instituted;  and  lastly,  that  this  may  be  done  with  facility,  an  academic 
training  is  required  to  familiarise  the  mind  with  governing  principles.  In 
short,  practical  experience  alone  can  show  what  measure  of  sound  principle 
is  in  any  theory  previously  suggested  by  education. 

From  what  has  been  said  it  is  evident  that  the  employment  of  certain 
theoretical  tests  in  an  investigation  where  fraud  is  suspected  will  not 
necessarily  unravel  the  actual  facts.  That  which  is  first  required  is 
a  diagnosis  of  the  particular  case;  then  a  careful  consideration  of  the 
directions  in  which  irregularities  could  occur.  For  this  purpose  special 
regard  must  be  given  to  the  nature,  customs,  and  extent  of  the  business 
concerned.  When  this  information  has  been  ascertained,  so  far  as  a 
preliminary  inspection  can  supply  it,  the  tests  and  plan  of  work  can  be 
carried  out  with  efficacy,  because  the  object  to  be  attained,  and  the  lines 
upon  which  it  can  be  achieved,  are,  to  a  large  extent,  defined. 

Before  suggestions  are  made  whereby  fraud  in  accounts  may  be  rendered 
difficult,  and  as  impossible  as  human  foresight  can  do  so,  it  is  necessary  to 
consider  certain  kinds  of  fraud  which  have  been  known  to  occur  in  the 
past.     These  can  conveniently  be  treated  under  three  heads,  viz. — 

(1)  Falsification  by  omission  and  suppression. 

(2)  Falsification  by  manipulation. 

(3)  Falsification  by  means  of  fictitious  evidences. 

It  is  occasionally  stated  as  an  argument  in  favour  of  double-entry  book- 
keeping that  its  adoption  and  practice  minimise  the  possibility  of  fraud. 
Such  a  statement  is  true,  to  the  extent  that  the  books  in  which  that  system 
is  used,  contain  the  whole  of  the  business  transactions  of  a  concern  for  any 
given  period.  No  system  of  book-keeping,  however  good,  will  answer  its 
ultimate  object — to  show  the  true  financial  position  of  the  concern — except 
it  combines,  under  appropriate  classifications,  all  the  information  that 
relates  to  the  financial  position  of  the  concern. 

In  trading  concerns  irregularities  frequently  arise,  notwithstanding  that 
the  books  are  well  kept,  regularly  balanced,  and  arithmetically  correct. 
A  customer  is  debited  with  an  invoice  of  goods  purchased;  later  on  the 
same  goods,  according  to  the  press  copy,  are  included  in  another  invoice 
which,  in  addition,  records  a  further  supply  of  gooda  This  second  invoice 
is  also  debited  to  the  Customers'  Ledger  Account  from  the  Day  Book.  In 
due  course  these  invoices  are  included  in  the  total  amount  credited  to 
Sales  Account,  and  unless  rectified,  the  result  will  be  to  inflate  the  profit, 
and  at  the  same  time  overstate  the  debts  due  to  the  concern.  The 
customer  has  in  effect  been  twice  charged  with  the  same  goods.  There 
is  a  practice  in  some  trades  by  which  goods  bought  or  sold  on  a  certain 
date,  generally  called  the  contract  date,  are  not  invoiced  for  a  month 
afterwards,  although  in  the  meantime  the  goods  have  been  delivered  in 
whole  or  in  part.  Assuming  the  contract  date  to  be  prior  to  the  date  at 
which  a  firm  makes  up  its  annual  or  half-yearly  accounts,  and  the  invoice 
date  to  fall  thereafter,  it  is  quite  conceivable  that  a  customer  may  be 
debited  with  the  invoice  before  the  close  of  the  year,  or  half-year,  as  the 
case  may  be,  although  he  does  not  take  delivery  until  after  that  period. 
The  goods  being  in  store  are  included  in  the  stock  on  hand,  and  here  also 
a  double  credit  in  respect  of  the  same  goods  would  result. 

Again,  as  to  purchases  of  goods,  delivered  before  the  closing  period, 
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but  not  invoiced  till  after  that  date;  these  may  be  wilfully  disregarded 
at  the  date  at  which  the  accounts  are  closed,  although  the  goods  have 
been  (a)  either  resold  in  a  manufactured  condition,  or  (6)  incorporated 
with  the  stock  actually  on  hand. 

Unknown  to  the  general  staff  of  the  establishment,  and  for  reasons 
of  their  own,  the  partners  of  a  concern  may  so  arrange  that  certain  classes 
of  payments  shall  be  settled  privately.  Such  items  as  bonuses,  subsidies 
to  agents,  speculative  ventures  partly  relating  to  the  business  and  partly 
to  the  members  of  the  firm  individually,  are  often  treated  in  this  way,  the 
cash  for  these  disbursements  being  charged,  by  arrangement,  to  one  or 
other  of  the  partners,  and  described  as  cash  drawn  by  him  on  Private 
Account. 

This  practice  has  been  known  to  cover  the  cost  of  purchases  which 
were  properly  chargeable  to  Trading  Account.  Investigations  on  behalf  of 
an  incoming  partner,  or  in  regard  to  a  concern  about  to  be  converted  into 
a  limited  company,  frequently  reveal  dealings  of  this  kind. 

The  safeguards  recommended  for  adoption,  in  order  to  prevent  irregu- 
larities of  the  character  just  mentioned,  are  : — 

(a)  An  accurate  record  and  individual  classification  of  all  purchases. 

(b)  A  periodical  extraction  from  the  Stock  Book  of  all  stocks,  giving 

description,  quantity  (size,  weight,  or  number),  and  cost  (i.e.  Stock 
Book)  value  on  date  of  extraction. 

(c)  A  Reconciliation  Account  between  Stock  Book  quantities  and  actual 

quantities,  as  per  Stock  Sheets.  The  warehouse  stock  and  the 
stock  according  to  the  Stock  Book  kept  at  Office  to  be  taken 
independently. 

(d)  A  monthly  summary  and  analysis  of  purchases  and  sales,  according 

to  the  Stock  Book,  as  to  quantity  in  each  case ;  and,  in  regard 
to  purchases,  as  to  value  also. 

(e)  A  decentralised  system  of  departmental  account-keeping  whereby 

the  position  of  the  business  can  be  ascertained,  apart  from  the 
general  books  of  account. 

Some  observations  upon  recommendations  (b)  and  («)  must  now  be  stated. 
It  is  to  be  feared  that  Stock  Books  are  too  often  regarded  as  statistical, 
rather  than  as  parts  of  the  most  essential  records  pertaining  to  a  business. 
The  importance  of  obtaining  a  true  balance  of  the  Cash  Book  or  the  Ledger 
is  admitted  by  business  experts  for  the  most  part ;  but  that  it  is  equally 
necessary  to  apply  the  same  principle  of  accuracy  to  the  balancing  of  Stock 
Book  records,  is  not  so  generally  conceded.  In  trades  where  the  raw  material 
undergoes  various  processes,  and  through  assimilation  with  other  classes  of 
goods  its  identity  becomes  lost  in  the  finished  product,  many  proprietors  do 
not  consider  it  worth  while  to  incur  the  extra  expense  involved  by  an  exact 
reconciliation  of  stock  quantities  on  hand  with  those  shown  by  the  Stock 
Ledger.  Such  a  view  is  mostly  the  result  of  an  inadequate  conception  on  the 
part  of  those  proprietors  as  to  the  fundamental  importance  of  an  accurate 
system  which  records  the  various  items  of  stock,  not  alone  in  their  raw  con- 
dition but  also  at  the  several  stages  of  manufacture,  until  the  finished  product 
is  obtained.  Many  a  fraud  has  been  successfully  carried  on  for  long  periods 
in  consequence  of  the  absence  of  a  reliable  and  effective  system  of  stock 
records;  and  it  is  this  fact  which  makes  the  matter  one  of  more  than 
passing  importance  when  dealing  with  the  subject  of  fraud  in  accounts. 

The  statistical,  as  distinguished  from  the  financial,  books  of  a  concern 
are  similar  in  one  respect :  they  all  purport  to  record  transactions  of,  or  in 
direct  relation  to,  the  business.     In  this  sense  the  Stock  Ledger  has  the 
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same  object,  and  is  used  for  the  same  purpose,  as  the  Financial  Ledger,  i.e. 
to  contain,  under  proper  classifications,  the  various  entries  resulting  from 
the  business  operations.  "While  the  Financial  Ledger  expresses  these 
operations  according  to  their  equivalent  monetary  value,  the  Stock  Ledger 
is  primarily  concerned  with  such  of  those  operations  as  are  represented  by 
actual  produce,  either  in  the  raw  or  manufactured  condition.  It  has  been 
stated  that  an  agreement  of  the  entries  for  monetary  values  contained  in 
the  financial  books  is  a  recognised  necessity :  the  same  argument  applies 
with  equal  force  to  those  entries  which  are  made  in  the  stock  records. 
The  principle  is  fully  admitted  as  regards  the  stock  or  share  registers  of 
limited  companies,  for  two  reasons : — 

(1)  That  it  may  be  ascertained  that  all  the  scrip  or  certificates  have 

been  issued  to  the  extent  of  the  company's  paid-up  capital. 

(2)  That  it  may  also  be  ascertained  that  scrip  or  certificates  have  not 

been  circulated  for  more  stock  or  shares  than  the  company  has 
actually  issued. 

From  the  foregoing  remarks  it  is  clear  that  the  principle  of  balancing 
stock  records,  as  well  as  financial  records,  is  not  only  a  sound  but  a  necessary 
one.  What  has  now  to  be  shown  is  the  application  of  the  principle. 
It  is,  of  course,  beyond  the  scope  of  this  article  to  enter  upon  a  de- 
scription of  numerous  kinds  of  Stock  Books  for  a  corresponding  number  of 
trades. 

The  bulk  contents  of  the  raw  product  will  usually  fall  under  one  or 
other  of  the  following  heads :  Weight,  Quantity  or  Measurement,  Number 
or  Size — and  the  Forms  marked  A  and  B  illustrate  the  accounts  in  a  Stock 
Ledger,  drawn  up  on  the  lines  indicated. 


Form  A. — Form  of  Stock  Ledger  for  use  at  Stores  or  Warehouse. 

Dr.  (1)  Dr. 


Date  of 
Delivery. 


Particulars  of  Goods  supplied. 


Name  of  Supplier. 


Description. 


Inward  Goods      w*lght,  Quantity,  Number,  or  other 
inwarauooos     Distinctive  Measurement.    (Columns 


Book  Folia 


ruled  according  to  requirement.) 


Cr. 


(2) 


Cr. 


Date  of 

Issue  or 

Delivery. 


On  whose  account  delivered  or  issued. 


Delivery  Order 
Book  Folia 


Weight,  Quantity,  etc.    (Columns 
as  required.) 
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Form  B. — Form  of  Stock  Book  for  use  at  Office  only. 


Dr. 

a) 

Dr. 

Date  of 
Invoice. 

i 

Particulars  of  Goods 
supplied. 

Invoice 

Goods 

Book 

Reference. 

Invoice 

Docket 

Number. 

Weight,  Quantity,  Number,  or 

other  Distinctive  Measurement. 

(Columns  as  required.) 

Price 

or 
Rate. 

Amount. 

£    «.     d. 

i 

Cr. 

(2) 

Cr. 

SHJH    ■    Particulars  of  Deliveries 

1 

Day  Book 
Reference. 

Press  copy 
Folio  or 
Docket 

Number. 

Weight,  Quantity,  etc 
(Columns  ruled  as  required.) 

Cost 
Price. 

Amount. 

• 

i 

i 
1 

i 
1 

£     s.     d. 

Form  C. — Stock  Reconciliation  Statement  and  Valuation  of  Goods  and  Store*,  etc., 

on  hand. 


(i) 


Fa  in  Ledger. 

Description  of  Goods. 

Analysis  of  Bulk  Transactions. 

Stock  on  hand  at  end 
of  year 

Ware- 
house. 

Office. 

Stock  on 

hand 

beginning 

of  year. 

Purchases 

during 

year. 

Total 

Goods 

Inwards. 

Issues  and 

Deliveries 

during 

year. 

As  per 

Office 

Ledgers. 

As  per 

Stores 

Ledgers. 

• 

1 

(2) 


Bulk  Differences. 


Sterling  equivalents  of  Bulk  Transactions. 


Fo.  in  Office 
Stock 

Record.      \  Value  beginning 
;         of  year. 


£     s.     d. 


Cost  of 

Purchases 

during  year. 


£     $.     d. 


Combined 

Value  Stock  and 

Purchases. 


£     s.     <L 


Sales  during 
year. 


£     s.     ri. 
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• 

(3) 

Value  of  Balance 

as  per  Office 

Record. 

Bulk  Differences  expressed  in  Sterling. 

Stock  Valuation. 

Rate. 

Shortages. 

Rate. 

Overs. 

Price. 

Details. 

Net  Amount. 

Amount. 

Amount. 

£     «.     <*. 

£,     s.     d. 

£,     s.     d. 

£     «.     d. 

£      «.     d. 

A  consideration  of  these  forms  will  show  that  while  the  Stores  or  Ware- 
house Stock  Book  is  concerned  with  quantities  only,  the  office  record  in 
addition  deals  with  cost  prices.  The  Warehouse  Stock  Ledger,  as  regards 
the  debit  entries,  is  written  up  from  the  Warehouse  Day  Book,  which  con- 
tains a  description  of  the  goods  and  quantities  received.  A  page  is  opened 
for  every  class  of  goods,  materials,  and  stores  used  in  the  business ;  and  all 
goods  of  a  particular  class  are  posted  under  their  corresponding  accounts. 
Where  the  constitution  of  the  goods  remains  unchanged,  as  in  most  kinds 
of  general  produce,  the  credit  entries  will  come  from  the  Delivery  Order 
Book  kept  at  the  warehouse.  Where,  however,  the  business  is  a  manu- 
facturing one,  instead  of  delivery  orders  there  will  be  requisition  notes 
upon  the  storekeeper,  issued  by  a  responsible  official,  authorising  the  store- 
keeper to  deliver  certain  classes  and  quantities  of  goods  to  the  departments 
named  in  the  notea  The  responsibility  for  the  stores  thus  obtained  will 
then  be  upon  the  departments,  to  see  that  the  manufactured  product  bears 
a  true  proportion  to  the  stores  and  materials  used.  The  same  principle 
will  govern  each  department  in  the  stock  records  kept  by  them  individually; 
that  is  to  say,  the  stores  and  materials  received  are  represented  by  the 
finished  product,  and  this  in  turn  is  cleared  on  sale  and  delivery. 

Concerning  the  office  record  of  stock,  its  compilation  differs  slightly  from 
that  followed  in  the  warehouse  record.  The  debit  is  posted  from  the  invoice 
direct,  and  the  credit  from  the  press-copying  Account  Book.  To  facilitate 
reference,  the  folios  of  the  Invoice  Goods  Book  and  Day  Books  are  inserted. 
With  regard  to  the  credit  entry,  it  is  the  invoice  price,  not  the  selling  price, 
of  the  goods  which  is  inserted.  Where  the  business  is  a  manufacturing 
one,  it  will  of  course  be  necessary  that  a  duplicate  of  the  order  by  a  depart- 
ment upon  the  storekeeper  be  also  sent  to  the  keeper  of  the  office  stock 
register,  in  order  that  the  disposition  of  the  stock  and  stores  at  any  given 
time  can  be  located.  If  it  is  desired  to  make  each  Stock  Book  self-balanc- 
ing, this  can  be  effected  by  having  analysis  columns  in  the  Day  Books, 
corresponding  with  the  bulk  measurements  of  the  various  goods.  These 
columns  can  be  posted  in  total  at  the  end  of  each  month  to  the  credit  of 
a  Balance  Account,  which  will  likewise  be  debited  with  the  total  of  issues 
and  deliveries,  obtained  from  the  analysed  columns  of  the  Delivery  Order 
Book ;  the  balances  shown  on  this  account,  under  the  respective  heads  of 
measurement,  should  correspond  with  the  total  Stock  Ledger  extractions 
of  measurement,  under  the  descriptive  classes  of  goods. 

The  advantages  of  such  a  system  as  this  may  be  set  down  in  the  follow- 
ing terms : — 

(a)  The  stocks  at  any  time  can  be  ascertained  by  the  chief  office,  with- 
out recourse  to  the  warehouse,  factory,  or  stores  records,  thus 
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facilitating  the  preparation  of  intermediate  trading  and  profit 
and  loss  accounts. 
(6)  The  sources  from  which  the  office,  as  distinguished  from  the  ware- 
house, record  of   stock  is  compiled  are  entirely  independent. 
Further,  this  system  of  independent  control  exercised  over  the 
stock  or  stores  in  their  entirety  can  be  extended  so  as  to  apply 
to  each  department  of  the  business, 
(c)  By  means  of  the  Stock  Reconciliation  Statement  (Form  C)  dis- 
crepancies in  particular  goods  and  stores  can  be  detected;  the 
arrangement  of  the  Stock  Ledger,  and  the  sources  from  which  it 
is  compiled,  render  the  tracing  of  such  a  discrepancy  a  compara- 
tively simple  matter. 
It  has  already  been  suggested  that  an  office  record  agreeing  with  the 
Factory  or  Warehouse  Stock  Ledger  should  be  kept.     The  necessity  for 
this  arises  from  the  fact  that,  for  the  convenience  of  buyers,  goods  which 
are  duly  paid  for  and  treated  for  purposes  of  book-keeping  as  delivered  may 
be  stored  in  the  seller's  warehouse  for  a  time,  although,  so  far  as  his  own 
stock  is  concerned,  such  goods  are  quite  separate  therefrom.     Attention 
has  been  drawn  to  the  possibility  of  fraud  in  this  connection  when  discus- 
sing post-  and  ante-dated  invoices.     The  object  of  the  independent  office 
stock  record  is  (a)  to  prevent  such  errors  creeping  into  the  accounts,  whether 
by  mistake  or  by  design;  (6)  to  check  the  lonajides  of  the  entries  in  the 
Factory  or  Warehouse  Stock  Ledger,  since  it  is  important  that  the  sub- 
divisions of  any  given  stock  should  agree,  as  well  as  the  total  weight  or 
other  description  of  bulk  contents ;  and  (c)  to  keep  a  proper  control  over 
the  loss  in  weight  and  similar  differences  occasioned  by  storing  and  deliver- 
ing the  goods.     Such  shortages  are  often  described  under  the  head  of 
"  Samples  " ;  a  close  watch  upon  this  item  is  always  advisable,  since  to  a 
limited  extent,  it  may  cover  fraudulent  deliveries. 

In  recommendation  (i)  use  has  been  made  of  the  expression  "  a  decen- 
tralised system  of  departmental  account-keeping."  We  propose  to  describe 
such  a  system  somewhat  exhaustively,  as  it  is  directly  connected  with  our 
subject.  It  is  frequently  the  case  in  large  concerns  to  find  that,  while 
departments  of  the  business  are  kept  more  or  less  separate  in  their  manage- 
ment and  staff,  the  result  of  their  trading  for  a  given  period  can  only  be 
arrived  at  approximately ;  and  as  regards  the  accounts,  they  are  not  kept 
so  as  to  be  self-balancing,  that  is,  independent  of  other  accounts  pertain- 
ing to  the  business  as  a  whole.  For  example,  a  concern  may  combine  the 
business  of  shipowners  with  that  of  forwarding  agents ;  and  to  these  two 
may  be  added  a  third  line  of  business,  that  of  barge-owners,  and  possibly 
ship-repairers.  In  examining  the  General  Ledger  of  such  a  concern,  the 
probability  is  that  while  the  gross  revenue  derived  from  each  class  of 
business  will  be  recorded  in  separate  accounts,  or  groups  of  ledger  accounts, 
the  classification  of  working  and  general  expenses  will  not  be  correspond- 
ingly apportioned  between  the  different  classes.  Moreover,  the  accounts 
with  debtors  and  creditors  will  have  a  general  and  not  a  distinct  relation 
to  each  class.  At  first  sight  it  may  appear  that  in  all  this  there  is  nothing 
unusual;  and  that  the  additional  clerical  labour  required  for  keeping 
separate  the  accounts  of  each  class  of  business  would  only  be  advantageous 
in  very  extensive  concerns  where  each  department  was  practically  a  distinct 
undertaking.  But  it  must  not  be  forgotten  that  what  we  are  immediately 
dealing  with  is  one  of  the  means  for  minimising  the  possibility  of  fraud,  and 
that  which  has  to  be  considered  is  the  worth  of  the  precaution,  not  its  cost 
or  even  its  apparent  intricacy,  but  rather  its  efficiency. 
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Where  customs  of  trade,  terms  of  credit,  rebates,  discounts,  scales  of 
charges,  commissions  to  intermediaries,  and  the  like  have  to  be  dealt  with, 
it  is  conceivable  that  many  an  unauthorised  disbursement  can  be  smuggled 
into  such  an  account  as  General  Charges,  or  Discount,  and  so  escape  detection 
because  hidden  away  in  a  mass  of  items  pertaining  in  total  to  all  depart- 
ments of  the  business;  whereas,  such  an  irregularity  would  readily  have  been 
discovered  and  its  recurrence  avoided,  had  each  department  been  charged 
with  the  disbursements  specially  affecting  it,  and  at  the  time  when  the  charge 
was  incurred.  There  are,  of  course,  such  items  as  managing  director's  salary, 
office,  as  distinguished  from  departmental,  expenses,  interest  on  loans,  and 
similar  charges  of  general  application,  which  necessarily  fall  to  be  fairly 
apportioned  between  the  accounts  as  a  whole ;  but  outside  these,  there  is  no 
actual  reason  why  all  manufacturing  and  maintenance  expenditure  should 
not  be  separately  analysed,  or,  so  to  speak,  "  departmentalized." 

Considerable  care  is  required  in  drawing  up  the  form  of  the  original 
books  of  entry,  so  that  while  each  set  of  departmental  accounts  is  kept 
distinct,  the  monthly  totals  relating  to  each  department  can  be  readily 
summarised.  The  first  of  the  financial  books  calling  for  attention  is  the 
Cash  Book.  In  an  extensive  concern  it  will  be  found  useful  to  have  a 
Total  or  Summary  Cash  Book,  compiled  from  subsidiary  cash  books,  each  of 
which  will  be  in  charge  of  different  cashiers. 

Take  as  an  illustration  a  concern  having  four  departments ;  the  practical 
working  of  the  system  under  consideration  is  shown  on  the  accompanying 
forms  marked  I.  to  VIII. 

In  passing,  it  ought  to  be  mentioned  that  each  department  should, 
monthly  or  weekly,  as  may  be  found  most  suitable,  issue  a  return  to  the 
accounting  office  for  payments  made  out  of  the  imprest  (if  any)  with  which 
the  week  or  month  has  been  commenced.  The  accounting  office  should  in 
like  manner  issue  to  each  department  a  note  of  the  various  maintenance 
and  other  charges  paid  on  behalf  of  the  department  from  time  to  time. 

The  Summary  or  General  Cash  Book  should  be  framed  so  as  to  include 
in  total,  not  only  the  transactions  of  the  Subsidiary  Cash  Books,  but  in 
addition  those  items  of  expense  which  can  only  be  apportioned  at  the  end 
of  the  half-year  or  year. 
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Form  L — 

Date. 

General 

Departmental  Discount. 

Particular. 

Discount. 

A          |          B 

C 

D 

A 

1908. 

Aug.    7 

To  Debtors'    Remit- 
tances, as  per  Sub- 
sidiary Cash  Books 

,,  Bills  receivable   . 

£    8.     d. 

£ 

s.     d. 

£     s.     (L 

£    «.     d. 

£       8. 

<L 

£     8.     d. 

11 

5 

8  10 

11     4     6 

9  17     4      24  11 

3 

73    2     1 

12 

,,  A.  Smith,  loan  re- 

14 

paid  .... 
„  Bank     .... 

,,  Debtors,  etc.  .     . 

7 

9    4 

8     4     3 

19  10     7 

38  11 

5 

94    2     8 

21 

,,          Do.           .     . 

6 

5    7  '  18    4  11 

5     3  10 

19    4 

1 

82    7     5 

28 
29 

,,          Do.          .     . 
,,  Land    Account — 

9 

6  11    17     2    8 

12  11     4 

59  10 

8 

105  16  10 

proceeds  sale     . 

i 

i                  1 

28 

10    8;  54  16    4 

47     3     1,  141  17 

5 

355     9     0 

To  Departmental  Rec< 
„  Bank                     , 
,,  General  Accounts 

jipts  . 

• 

VIII.         VIII.          VIII.          VIII. 

...... 

•  •••.. 

•  ••••• 

VIII. 

•  ■ 
t                         ■ 

•  • 

Note. — Where  the  Departmental  Ledgers  are  combined  under  that  description 

The  detail  credits  to  debtors'  personal 


O. 

Form  L — 

Date. 

Particulars. 

So 
V 

V. 
V. 
V 

Vo.  No. 

Creditors'  Ledger. 

Departmental 

Discount. 

Amount. 

A 

B 

1903. 
Aug.    7 
12 
14 

21 

29 
31 

By  Bank 

„     Do 

,,  A.  Beard  and  Co.  .     . 
,,  C.  Dickson  and  Son   . 

,,  Departmental         ex- 
penses,  as  per   ad- 
vice sheets     .     .     . 

,,  The  Construction  Co., 
Ltd.,   ninth  instal- 
ment on  contract    . 

„     Do 

,,  Departmental          ex- 
penses,  as  per   ad- 
vice sheet      .     .     . 

,,  James   Brown,    mort- 
gage paid  off.     .     . 

,,  Departmental          ex- 
penses for  month    . 

„  General    expenses    of 
office  for  month  .     . 

£    *.     d. 

5     13 
2  17     9 
1     6    7 

£     s.     d. 

219     8     4 

164  11     6 

84     3     2 

£     s.     d. 

25    0    0 
27  10    6 

£     *.      d, 
39  11     6 

32  11     9 

1 

9    4     7 

468     3     0 

52  10    6 

72    8     3 

By  Departmental  accounts 
,,  Bank 

,,  Creditors'  Ledger  accou 
,,  General  Ledger  account 
,,  Balance  to  next  month 

• 

nts 
s 

• 

VIII.           VIII.              VIII.               VIII. 
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Departmental  Receipts. 


1 

B 

C 

1    £ 

«. 

d, 

£     «. 

d. 

120 

5 

7 

98    8 

5 

i 

1 

102 
162 
149 

1 

1 
4 
8 

6 
8 
7 

143    8 

78  11 

118    4 

7 
9 
3 

534 

0 

4 

438    8 

0 

£      •.     d. 


179    4  10 


141  10    6 
468    4     4 


General  Accounts. 


Personal. 


Impersonal. 


£     «.     d. 


600     0     0 


«.     d. 


598    7  10 


925    0    0 


600    0    0       1523     7  10 


Bank. 


Fa 


£     s.     rf. 


894  11     6 


894  11     6 


VIII. 
VIII. 


VIII. 


Total. 


s.     d. 


470  15  11 
598    7  10 

600    0  0 

894  11  6 

638    0  2 

464  14  4 

841  14  0 

925    0    0 


5333     3    9 


VIII. 


VIII. 


VIII. 


VIII. 


Sum 
manes 


n  (£2415  4 
•  ■{  894  11 
168  {    2028    7 


5 

6 

10 


£5333     3     9 


in  the  Private  Ledger,  it  will  be  necessary  to  make  the  summaries  shown  above, 
accounts  are  taken  from  Form  la. 


Contra. 


Cr. 


Disbursements. 

General  Accounts. 

Bank. 

U<j» 

C 

1            D 

Personal. 

Impersonal. 

Fo. 

Total. 

t 

£     «.       d, 

l 

I 

£     #.      d. 

£     s.      d.    |      £     *. 

i 
i 

d. 

£        s.    d. 

470  16  11 

1098     7  10 

£           8. 

d. 

I 
I 

468     3 

0 

52  17     3 

1 

98    4     9 

190  13 

6 

i 

1 

100    0    o  1 

1 

638    0    2 
464  14     4 

VIII. 

100    0 

0 

t 

1066  14    0 

VIII. 

25     0 
8738  12 

0 
3 

i 

600    0    0    | 

VIII. 

600    0 

0 

|     38  15     0 

46     0    0 

143  17 

3 

51  17 

9 

VIII. 

• 

*      Sum- 
maries 

• 

51  17 
15    0 

9 
0 

j     91   12     3     | 

143    4     9 

700    0    0 

61  17 

9 

3738  12    8 

5333    3 

9 

VIII. 

VIII. 

■  • 

■  • 

*  • 

*  ■ 

■  • 

VIII. 

r£359  10 

8738  12 

/     468    3 

3      761  17 

,     15     0 

9 
3 
0 
9 

0      ' 

i 

£5333    3 

9 
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Cash. 


Form  la. — Form  of 


Date. 

Nature  of  Receipt. 

ccounts  in ' 
tmental      !      o 
er.             !     - 

1 

Discount                  Debtors' 

Accounts. 

Total. 

1908. 
Aug.    1 

31 

To  A.  B.    . 

E   F 

,,  General  Office  Disburse- 
ments, per  contra 
,,        Do.            do. 

£     8.     d. 
0  14     7 
19    6 
0  19    0 

£     &      d. 
14  13     9 
29    7     6 
19    0    0 

£     8.     d. 

63     1     3 

27  10    6 
25    0    0 

Posted  to  A 

the  Depar 

Ledg 

3     3     1 

115  11     9 

Form  II. — General  and 


Date. 

No.  of 
Invoice. 

Name. 

Particulars. 

i 

1                            Departmental 

Amounts 

A. 

B. 

1908. 
Aug.    6 

31 

194 

The  Construction 

Co.,  Limited 
Other  Creditors  . 

John  Williamson 

Ninth    instalment 

on  contract 
For  sundry  supplies, 

etc.,  not  directly 

chargeable       to 

departments 
1  month's  salary 

£       s.    d,        £,      s.      <i. 
100    0    0 

850    0    0 
150    0    0 

£      8.     d. 

Departmental  In- 
voices.    Totals 
as  per  books — 

Jx  ... 

B . 
D. 

1 

i 

1 

i 
391  18  10    391  18  10 
320  11     4 
516     8     9 
720     8    6 

320  11     4 

3049     7     5    391  18  10     320  11     4 

Entries  for  above  totals 
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Departmental  Cash  Book 


Contra. 


Or. 


1 

|          Date. 

Nature  of  Payment. 

Posted  to  Accounts  in 
the  Departmental          5 
Ledger. 

i 

Details. 

Total. 

1903. 
Aug.    1 

21 

i         31 

By  General    Office    Receipts,  per 

contra      .  - 
By  Freights,   charges,  dues,    etc. 

for  month         .... 
By  Salaries,  wages,  etc. 

£     «.      d. 

25     0     0 
27  10    6 

£     *.     d. 
63     1     8 

52  10     6 

1 

i 

115  11     9 

Summary  Invoice  Book 


Analysis. 

Expenditure  on  General  Account. 

Fo. 

Miscellaneous. 

;       c. 

1). 

(Columns  headed  according  to  requirement.) 

Details. 

Amount. 

1 

i 

£     «.     </. 

£      s.     d.  1 
500    0    0 

£      s.      tl. 
250    0    0 

£     a.     d. 
100    0    0 

VIII. 
VIII. 

Plant,       etc. 
Account 

Manager's 
Salary 

£     «.     d. 
100     0     0 

150    0    0 

■ 
■ 

516     8     9 

i 

720     8     6 

'  516     8     9 

720    8    6 

500    0     0 

250    0     0 

i 

100     0     0 

250    0    0 

on  Form  No.  VII. 
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Form  III — Invoice  Goods  Book 


1 

Date. 

Particulars  of  Invoice. 

Creditors' 

Ledger 

Fo. 

Amount. 

Name. 

Description  of  Goods. 

1008. 
Aug.  1 
3 

A  Beard  and  Co.    . 
G.  Dickson  and  Son 

V. 
V. 

£     8.     d. 
224     9     7 
167     9     3 

891  18  10     . 

1908. 

Aug.  5 
7 


C.  Dickson  and  Son 
£.  Fenton 


V. 
V. 

£      8.     d. 
194  11     5 
125  19  11 

320  11     4 

Entries  similar  to  the 
above. 

£      8.     d. 

D 


Entries  similar  to  the 
above. 

£      8.     d. 

Note, — The  totals  of  the  money  columns  will  be  posted  in  each  Departmental 
columns.     The  Amount  column  total  goes  to  credit  of  a  "Sundry 

Form  IV. — Form  of  Transfer  Journal  as 


Departmental  Ledgers. 

Other  Ledgers. 

Fo. 

Date. 

Name  of  Debit 
Account. 

A 

B 

C 

D 

Creditors. 

General. 

£    8.     d. 
5  10     4 

£     s.    d. 

£      8.    d. 

£      8.    d. 

£      8.    d. 

£     8.     d. 

1908. 
Aug.    2 

W.  Brown  and 
Co. 

18     1     7 

131     0     7 
6     8     3 

16  19     4 

V. 

VIII. 
V. 

5 
10 

21 

31 

H.  Mason. 

Various  Trade 

creditors. 

Chief  Office, 
general  charges. 

J.  Smith,  No.  1 
Account. 

,  5  10    4 

18     1     7 

137     8  10 

16  19     4 

£178 

1 
0    1 

VIII. 


VIII. 


VIII. 
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or  Journal  (Departments  only) 


Classification  of  Cost 

Unclassified  Expenditure. 

(Columns  headed  according  to  requirement  of  impersonal  accounts.) 

Details. 

Amount. 

£     0.    d. 
104     8  11 
102     1     8 

£      «.    d. 
18  19  10 

£      0.    d. 

97     4  11 
59  11  10 

156  16     9 

£     «.    d. 

4  0  11 

5  15     9 

£      8.     d. 

206    5     7 

18  19  10 

9  16     8 

B 


£       8.    d. 

150     1     6 
125  19  11 

£     t 

r.     d. 

£      *.     d. 
87  11     1 

£    8.    d. 
6  18  10 

276     1     5 

37  11     1 

6  18  10 

£      0.     d. 


£      *.      d. 


£      ft.     d. 


£      8.     d. 


£     0.     d. 


£      8.     d. 


£      0.     d. 


£      «.     d. 


Ledger  to  debit  of  Impersonal  Accounts  corresponding  with  headings  of  said 
Creditors'  Account "  in  the  Departmental  Ledger. 

between  Departmental  and  other  Ledgers 


D 


£      s.     d. 


1 

Departmental  Ledgers. 

Other  Ledgers. 

Particulars  of 
Transfer. 

Name  of  Credit 
Account. 

Po. 

A 

B 

C 

D 

Creditors. 

General. 

£ 

0. 

d.    &     $.    d. 

£     0.     d. 

£     0.     d. 

£    0.    d. 

£    8.     d. 

Sundry 

Chief  Office, 

VIII. 

5  10     4 

charges. 

general 

expenses. 

Do. 

Do. 

VIII. 

1 

18     1    7 

Transfer  of 

A.  Black*  Co. 

24 

8 

6 

contra 

C.  Davey. 

32    8    6 

accounts. 

W.  Norman. 

56  11     8 

Rebate  on 

H.  TimmiB. 

warehouse 

34  11     3 

charges. 
Transfer  of 

J.  Smith,  No. 

V. 

6    8    3 

balance. 

2  Account. 

i 

£178 

0     1 

24 

8 

6 | 32    8    6 

56  11     8 

34  11     3 

6    8    3 

23  11  11 

VIII. 


VIII. 


VIII. 


VIII. 


VIII. 
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Dr. 


Form  V. — Form  of  Bought 

A.  Beard 


Date. 

Particulars. 

Fo. 
I. 

Details  of  Payment. 

Date. 

Goods  supplied. 

Discount. 

Cash. 

1 
Total. 

1903. 
Aug.  14 

To  Cash  . 

£     8.    d. 
5     1     3 

£        8.     <?, 
219     8     4 

£       8.     d. 
224     9     7 

1908. 

Aug.    1 

By  Sundry  Goods 
(giving     short 
description) 
etc.,  etc. 

Dr. 


C.  DlCKSuN 


Aug.  14 


To  Cash  . 


I. 


2  17     9 


164  11     6 


Dr 


167     9     3    j  Aug.    3    By  Sundry  Goods 

~~  '  5    By  Do. 

I  etc.,  etc. 

i  ' 

Various  Other 


Aug.  14    To  Cash     .      I. 
31     „  Sundry  I 

Transfers    IV.  . 
,,     Do. 
,,  Balance 


1     5     7 


>l 


84     3     2 


85     8     9   ,  Aug.    1 

7 


131     0    7 

6    8    3 

1796    3     9 


2019     1     4 


31 


Sept.  1 


E.  Fenton,  Balance : 

Do.  III. 

Sundry     persons  ; 
for  goods  supplied ' 
Transfer  Journal, 
J.  Smith,  No.   1 
Account,  to  J. 
Smith,    No.    2 
Account       IV. 


By  Balance 

Form  VI. — Form  of  Depart 
Summary  op  Sales  for  the 


Department. 

Week  ending 

Return  No. 

i 

Analysis 

A 

B                  C 

D        ' 

Class  I. 

Class  II. 

t 

i 

A 

August    7 
14 
21 
28 

118 

9 

120 

1 

£        s.     d. 

127     9    6 
123  13     6 
163     8    0 
100    5    0 

£       8.    tf. 
137     4  10 
155     1     6 
231  11     6 
104     6     6 

1         B 

1 

August    7 
14 
21 
28 

74 
5 
6 
7 

92  13    6 

68  18    0 

104     6     6 

116  17     0 

60  12    0       1 
173  10    0 
139     8    0 
129    2    0 

c 

August    7 
14 
21 
28 

92 
3 

4 
5 

52     4     0 
41  15     6 
54  14     6 
79     9     0 

74     1     6 

87     2    6 

102    6     0 

130  19    0 

D 

August    7 
14 
21 
28 

151 
2 
3 

4 

99     1     0 
131   14     0 
143  12     6 
157     0     5 

178  10    0 
168  15     0      | 
188    6    0      ! 
201     5    0      i 

1657     1  11 

2262     1     4 

Note. — The  above  analysis  can  be  adapted  bo  as  to  show  the 
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Ledger  or  Creditors*  Ledger 
&  Co. 


Cr. 


Fo. 

A 

III. 

£        «.     (I. 
224     9    7 

Departmental  Classification. 


B 


0 


£     «.     d. 


£     *.     d. 


On  other 
Accounts. 


£     a.     d. 


£     «.     rf. 


Total  of  Invoice. 


£      «.     d. 
224     9     7 


&  Son 

III. 
III. 


Cr. 


167     9    3 


194  11     5 


110  16     7 


89    7     6 


167     9    3 


Creditors 


394  15     6 


Cr. 


efl   o 

a"§-g 

o  -  o 
2$ 

«  a 

o  © 

a*  e 


b/d 


529  11  10 


5  19  11 

6  18 

85     8     9 
401  11     9 

881     2    5 

1 

132  16     9 

i 

6    8    3 

85    8    9 

125  19  11 

1801     4    5 

6     8    3 

2019     1     4 

1796    3     9 

mental  Sales  Summary 
Month  of  August  1903 


of  Sales. 

Departmental  Totals. 

Class  III. 

Class  IV. 

Department  A. 

Department  B. 

Department  C. 

Department  D. 

1         £      9.      d. 

107  12    6 
115    6    6 
125  10    0 
118    0    8 

£       ». 
171     9 
147     7 
174  10 
137  18 

i  ' 

0 
0 
6 

£      s.    d. 
543  15  11 
541     8    6 
694  19    6 
460  10    8 

'£       s.    d. 

£.9.(1. 

£       s.     d. 

75  15    0 

70    9    6 

129  13    0 

131  10    6 

70  18 

81     8 

161  13 

257    7 

6 
0 
3 
0 

299  19     0 
394     5     6 
535     0     9 
634  16     6 

49    1    0 
67    6    6 
76  18    2 
84  10    0 

48  11 

86    4 

128  19 

117  13 

6 
6 
3 
6 

223  18     0 
282     9     0 
362  17  11 
412  11     6 

181  18    6 
80    9    0 
94    0    6 

140  17    6 

141    2 
107    9 

111  10 
148    0 

6 
7 
6 
6 

l 

i 
1 

550  12    0 
488     7    7 
537    9    6 
647    3    5 

i 

I      1598  18  10 

2092    3 

2 

1    2240  14     7 

1864     1     9 

1281  16     5 

2223  12    6 

VIII.  VIII. 

monthly  sales  made  by  each  department,  in  each  class  of  goods. 
VOL.  Ill 


VIII. 


VIII. 
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Form  VII. — Jowrnal  Entries  in  Chief  Office  Books 

3  1st  August  1903 


Expenditure  Suspense  Account  Dr. 

To  Sundry  Creditors 
For  Accounts  as  uer  General  Invoice  Book,  Form  II.  £3049    7     5 
Less  Items  posted  direct  to  General  Ledger  Accounts 

as  per  Miscellaneous  column        ....       250    0    0 


Sundries  Dr.  to  Expenditure  Suspense  Account 
For  apportionment  of  accounts  this  month  as  per 
Invoice  Journals,  Forms  II.  and  III. 
Chief  Office  Ledger  Accounts — 
Maintenance  charges — 

Rent,  rates,  etc £350 

Insurance 100 

Repairs  and  renewals       ...  50 


Salaries        .... 
Printing  and  stationery 

Departmental  Ledger  Accounts — 


£500 
250 
100 


0 
0 
0 


0 
0 
0 


B 


Purchases — 
Raw  material 


£      s.    rf.  I   £     «.     d. 


206 


;> 


7   276     1    5 


Finished  goods  1 156  16    9     37  11     1 
Freight        .        .      18  19  10 
Commission         .       9  16    8       6  18  10 


391  18  101320  11     4 


£  8.  d. 

310  14  8 

166  2  7 

26  2  8 

13  8  10 


516     8     9 


£ 


8.    d. 


507    8  11 
189    2  10 

23  16     9 

720     8     6 


Sundries  Dr.  to  Departmental  Disbursements 

For  apportionment  of  expenses  as  per  advices  from  depart- 
ments this  month — 


VIII. 


VIII. 
VIII. 


VIII. 


VIII. 
VIII. 


B 


Wages  Account 
Stamps        and 

stationery  . 
Miscellaneous 

expenses 


D 


£       s.     rf.  |    £       .«.      d.      £      s.     d.  I    £        8.     d. 
50    0    0     65     0    0     80    0    0    125     0    0 


15     0 


3  12    6 


15     6       3  10    9 


52  10     6     72     3     3 


3    5     0 
8     7     3 


91  12    3 


5     8     0 
12  16     9 


VIII. 
VIII. 
VIII. 


£ 


8.     d. 


2799    7    5 


850    0    0 


1949     7     5 


320  0  0 
13  10  6 
26    0    3 


£ 


$.     d. 


2799    7    5 


2799    7    & 


359  10     9 


143     4     9 


Dr. 


Form  VIII. — Ledger  Accounts 
Departmental  Debtors 


Dr 


Particulars  of  Entry. 


Fa 


Departments 


To  Open  balances  at 
this  date     .         .  |  b/d 

To  Sales  this  month, 
per  Form  No. 

To  Adjust.  Journl., 
per  Form  No. 


£  «.  d. 

1823  11  5 

VI.  ]  2240  14  7 

IV.         5  10  4 


i4069  16     4 


To  Balances  .         .  '  b/d   3661     8    2 


B 

£       8.  d. 

874  10  3 

1864     1  9 


2738  12     0 


2117     6  10 


£     *.  d. 

928  11  4 

1281  16  5 

18     1  7 


2228     9     4 


1686    6     7 


Total. 


£.      *.       rf         £  t.  ti.\ 

l 

3184  17     2      6811  10  2 

2223  12    6 |     7010  5  3 

,        23  11  11 

5408     9     8   14,445  7  4 


4144  13  11   11,609  16      6 
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Cr. 

Departmental  Debtors 

Cr. 

Date. 

Particulars  of  Entry. 

Fa 

Department* 

Total. 

IMS. 

A 

B          |           C 

D 

1 

£        «.     d. 

£        s.    d. 

£      «.    d. 

£         s.     d. 

£         «.     d.. 

Aug.  81 

By  Cash,  Form  No. 

I. 

355    9     0 

534     0     4 

438     8     0 

1087     7     1 

2,415     4     5 1 

By  Discount,,     ,, 

I. 

28  10     8 

54  16     4 

47    8     1 

141  17     5 

272    7    6 

By  Adjustment  per 
Transfer    Journal, 

Form  No. 

IV. 

24    8     6 

32    8    6 

56  11     8 

34  11     8 

147  19  11 

By  Balances  carried 

down,        agreeing 

with   schedules  of 

L 

balances     in     De- 

partmental Ledgers 

c/d 

3661     8    2 

2117    6  10 

1686    6    7i 
2228    9     4 

4144  13  11 

11,609  15     61 

i 

4069  16    4 

2738  12    0 

5408     9    8 

14,445     7     4 

Dr. 


Departmental  Maintenance  Accounts 
Wages  Account 


Dr. 


Date. 


1903. 
Aug.  31 


Particulars  of  Entry. 


Department* 


To  Departmental  dis- 
bursements VII 


£     e.   d. {    £     s.   d. 


50    0    0 


65    0    0 


c 

D 

£      a.    d. 
80     0     0 

£      8.    d. 
125     0     0 

Total. 


8.     d. 


Wages  Account 


Cr. 


Particulars  of  Entry. 


Fo. 


Departments 


B 


£    «.    d.         £    *.    d.     i     £    8.    d.         £    *.    d. 


Total. 


£    9.    d. 


Dr. 


Freight  and  Porterage  Account 


Dr. 


Date. 


Particulars  of  Entry. 


Departments 


Fa 


B 


1908. 


Aug.  81     To  Expenditure  Sus 


pense  Account 


VII. 


£     8.     d. ,     £     f.     ti.       £     s.     d. 


18  19  10 


26    2    8 


£     8.    d. 


Total. 


Cr. 


Freight  and  Porterage  Account 


£     8.     d. 
45     2     6! 

Cr. 


I 


Date. 


Particulars  of  Entry. 


Fo. 


Departments 


B 


Total. 


£     8.     d.       £     *.     rf.  ,     c     8.     d. 


£     8.     d.>     £     8.     d. 
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Departmental  Disbursements 


Dr. 


Date. 

Particulars  of  Entry. 

Fo. 
I. 

Departments 

Total. 

A 

B 

C 

D 

1908. 
Aug  31 

To  Cash  . 

£     8.     d. 
52  10     6 

£      *.    d. 
72     3     3 

£     8.     d, 
91  12     3 

£      *.    d. 
143     4     9 

£     «.     d. 

359  10     9 





Cr. 


Departmental  Disbursements 


Cr. 


1903. 
Aug.  31. 

By  Sundries    . 

* 

VII. 

£     8.     <L 
52  10     6 

£     a.     d. 

72     8     3 

£     *.     d. 
91  12    3 

£       *.    d. 
143     4     9 

£     «.    d. 

359  10     9 

Dr. 


Commission  Account 


Dr. 


Date. 

1908. 
Aug  31. 

Particulars  of  Entry. 

Fo. 
VII. 

Departments 

Total. 

A 

B 

C 

D 

To  Expenditure  Sus- 
pense Account 

£    8.     d. 
9  16     8 

£    «.     d. 
6  18  10 

£      8.    d. 
13     8  10 

£     «.     d. 
23  16     9 

£     a.    d. 
54     1     1 

Cr. 


Commission  Account 


Cr. 


Date. 

Particulars  of  Entry. 

i 

Departments 

TotaL 

l'O.     i 

1          A 

B 

C 

D 

1    £      *.      d. 

1 

1 

£      «.      d. 

£     *.     d. 

£     8.     d. 

£     «.     d. 

Dr. 


Stamps,  Stationery,  Etc. 


Dr. 


Date. 

Particulars  of  Entry.        Fa 

Departments 

TotaL 

A 

£     8.     d. 
15     0 

B 

C 

D 

1903. 
Aug.  31. 

i 
To  Departmental  dis- 1 

bursements               VII. 

£    *.      d. 
3  12     6 

£     a.    d. 
3     5     0 

£.     s.     (L 
5     8     0 

£     8.    d. 
13  10     6 
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Cr. 


Stamps,  Stationery,  Etc. 


Cr. 


Date. 

Particulars  of  Entry. 

Fo. 

Departments 

Total. 

A 

B 

C 

D 

£     s.     d. 

£     s.     d. 

£     «.     d. 

£     a.     d. 

£     9.     d. 

Dr. 


Miscellaneous  Expenses 


Dr. 


Date. 

Particulars  of  entry. 

Fo. 
VII. 

Departments 

Total 

A 

B                    0 

D 

1908. 

Aug.  31. 

To  Departmental  dis- 
bursements 

£     «.     d. 
15    6 

£    8.      d. 
3  10     9 

£     8.    d. 

8    7    3 

£       8. 

12  16 

d. 
9 

£       8.    d. 
26     0     3 

Or. 


Miscellaneous  Expenses 


Cr. 


Data. 

Particulars  of  Entry. 

Fo. 

Departments 

Total. 

A 

B 

C 

D 

£     8.     d. 

£     ».     d. 

£     s.     d. 

£     *.     d. 

£     8.     d. 

Dr. 


Departmental  Purchases  and  Sales 


Dr. 


Date. 

Particulars  of  Entry. 

Fo. 

VII. 
VII. 

Departments 

Total. 

A 

B 

C 

D 

1908. 
Aug.  31 

To  Expenditure  Sus- 
pense Account : 
For  Purchases  this 
month — 
Raw  material    . 
Finished  goods . 

£        8. 

206    5 
156  16 

d. 

7 
9 

£      8.    d. 

276     1     5 
37  11     1 

£      8.    d. 

310  14     8 
166    2    7 

£       8.    d. 

507     8  11 
189    2  10 

£     *.    d. 

130010   7 
549  13   3 

363    2 

4 

313  12    6 

476  17    3 

696  11     9 

1850    3  10 

Cr. 


Departmental  Purchases  and  Sales 


Cr. 


Date. 


Particulars  of  Entry. 


1903. 
Aug.  31 


By    Sales    as    per 
Summary  Form 


Fo. 


VI. 


Departments 


£      8.   d. 
224014   7 


B 


£      8.   d. 

1864    1    9 


£      8.   d. 


128116   5 


D 


TotaL 


*l      8.   d. 


2223  12   6 


£      8.    d. 
7610   5   8 
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General 


Dr. 


General  Main- 


Date. 


Details  of  Entry. 


Classification. 


Fo. 


1908. 
Aug.  81 


To  Expenditure  Suspense  Account 


Salaries. 


£      8.    d. 


■tfir .  ,sassaf  *•—•* 


£      s.     d.      £      8.     d. 
VII.    250    0    0  350     0    0    50    0    0 


£      «.    d. 

100     0     0 


Dr. 


Discount,  Interest, 


Date. 


Details  of  Entry. 


Discount  allowed 


Fo. 


UK)*. 
Aug.  31 


To  Cash 


I. 


To  Customers. 


£       s.     d. 
272     7     6 


Other  Sources. 


*.     rf. 


Interest. 


«.     d. 


Bank  Discount 
and  Commission. 


8.     d. 
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Accounts 


tenance  Expenditure 


Cr. 


Printing  and 
Stationery. 


£       «.    d. 

100     0     0 


Total. 


£       «.     d. 

850    0    0 


Date. 


Details  of  Entry. 


Pa 


Adjustments  and  Transfers. 


Details. 


£       &,     c7. 


Total. 


£       $.     d. 


and  Commission 


Cr. 


Date. 

i 

i 

Details  of  Entry. 

Po. 

Discount  recovered 

Interest 

Bank  Discount 
and  Commission. 

Prom  Creditors. 

From  other 
Sources. 

1903. 
Aug.  81 

1 

1 

By  Cash    . 

I. 

£      «.      d. 
9      4      7 

£      *.      d. 

£      «.      d. 

£      «.      d. 
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Capital  Account 


Cr. 


8.    d. 


1903. 
Aug.  1 


By  Balance  this  date 


b/d 


£        8.    d. 
12,302  0    8 


Dr. 


Plant  and  Machinery 


Cr. 


1903. 

Aug.   1 
6 


To  Balance  this  date    b/d 
,,  Further     pur-  | 
chases,  S.I.J.  .  I  II. 


£       8.    d.   ' 

1 

3000    0    0 

i 

100    0    0 

3100    0    0 

Dr. 


Land  Account 


1903. 
Aug.    1 


Sept.    1 


To  Balance  this  date  '  b/d 


To  Balance 


b/d 

£ 
1000 

s. 
0 

d. 
0 

1000 

0 

0 

b/d 

75 

0 

0 

1903. 


Aug.  80  |  By  Cash 

,,  Balance 


£ 


Cr. 


£ 

«. 

cL 

.    I. 

925 

0 

0 

■ 

c/d 

75 

0 

0 

1000 

0 

0 

Dr. 


The  Construction  Co.,  Ltd. 


Cr. 


1903. 
Aug.  14 
31 


To  Cash 
,,   Balance 


1903. 

Aug.    1 
81 


Sept.    1 


By  Balance  at  this 
date 
Further   Goods 
supplied 


»> 


b/d 
II. 


By  Balance  .    b/d 


£  «.  d. 
250  0  0 
100    0    0 


350    0    0 


250    0    0 


Dr. 

A.  Smith,  Loan  Account 

Cr. 

1903. 

Aug.    1 

To  Balance 

b/d 

£       «.     d. 
500     0    0 

1903. 
Aug.  12 

By  Cash 

I. 

£       s.     d. 
500     0     0 

i 

Dr. 


John  Williamson,  Manager 


£       8.     d. 


1903. 

Aug.  31 


By  Salary  to  date 


Cr. 


I      £       8.     d. 
II.      150    0    0 


Dr. 

Bank  Account 

Cr. 

1903. 
Aug.  13 

To  Cash  . 
To  Balance 

I. 

b/d 

£        8.      d. 

8738  12     3 

11*03. 

Aug.  31 

By  Cash 
,,    Balance 

I. 

c/d 

£       8,      d. 

894  11     6 

2844     0     9 

3738  12    3 

3738  12    3 

Sept.    1 

2844     0    9 
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Dr. 


Bills  Receivable 


1908. 

Aug.  1 


To  Balance  this  date 


Sept.  1  i  To  Balance 


b/d 


b/d 


£        «.      d.  1903. 

1840  10    6  '  Aug.  11 

31 


1840  10    6 


1242    2    8 


By  Cash 
,,   Balance 


Cr. 


I. 

c/d 

£ 

598 
1242 

«.     d. 
7  10 
2    8 

1840 

10  6 

2>r. 


1903. 
Aug.  SO 


To  Cash 


James  Brown 


I. 


By  Balance 


b/d 


Cr. 


£       «.    <t 

600     0     0 


Dr. 


1908. 

Aug.  31 


Manager's  Salary  Account 


To  Salary  to  date   . 


II. 


£       s.    d. 
150     0     0 


Cr. 


£      8.     d. 


Dr. 


Chief  Office  General  Expenses  (Apportionable) 


Cr. 


Aug.  31 

To  Cash  . 

,,  Sundries      per 
Transfer  Journal 

To  Balance 

I. 
IV. 

b/d 

£    8.     d. 
51  17    9 

16  19    4 

1908. 
Aug.  31 

By  Sundries  per 
Transfer  Journal 
,,   Balance 

IV. 

c/d 

£     8.     d. 

23  11  11 
45     5     2 

68  17     1 

68  17     1 

Sept.    1 

45    5     2 

Dr. 


Sundry  Trade  Creditors 


Cr. 


1908/ 

Aug.  31 


To  Cash    £468:8:0 
Discount   9:4:7 


„  Transfer  Journal 

Sundries 
„   Balance 


I. 

IV. 

c/d 


£       8.     d. 


477    7    7 

137    8  10 
2190  19    3 


1908.     | 

Aug.  81 '  By  Sundries    . 

I   ,,  Transfer  Journal 

Sundries        .    IV. 


2805  15    8 


Sept.    1    By  Balance 


£      s.    d. 
VII.    2799    7    5 


6    8    8 


2805  15    8 


b/d    2190  19    3 


Dr. 


Expenditure  Suspense  Account 


Cr. 


1P03. 
Aug.  31 


To  Sundries 


VII. 


£         8.    d. 
2799    7    5 


1908. 

Aug.  31 


By  Sundries 


£        8.    d. 
VII.!  2799    7    5 
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Balances,  Z\st  August  1903 


Departmental    Ac- 
counts : — 
Sundry  Debtors 
Wages  Account 
Freight      and 

Porterage 
Commission  Ac- 
count    . 
Stamps,  Station- 
ery, etc. 
Miscellaneous 

Expenses 
Purchases      Ac- 
count 


Sales  Account    . 


A 

B 

C     1 

i 

£    8. 

d. 

& 

s. 

d. 

£      8.     (L 

8661  8 
50  0 

2 

0 

2117 
65 

6 
0 

10 
0 

1686  6  7 
80  0  0 

18  19 

10 

26  2  8 

9  16 

8 

6 

18 

10 

13  8  10 

1  5 

0 

8 

12 

6 

8  5  0 

1  5 

6 

3 

10 

9 

8  7  8 

368  2 

4 

313 

12 

6 

476  17  3 

4105  17 

6 

2510 

1 

5 

2294  7  7 

2240  14 

7 

1864 

1 

9 

1281  16  5 

&      s.     d. 


4144  13  11 
125     0    0 


23  16  9 

5     8  0 

12  16  9 

696  11  9 


5008    7     2 
2223  12    6 


General  Accounts : — 

Capital  Account 

Plant  and  Machinery 

Land  Account 

The  Construction  Co.,  Limited 

John  Williamson 

Bank  Account 

Bills  Receivable 

Sundry  Trade  Creditors 

Cash  Balance 

Revenue  Accounts : — 

Manager's  Salary 

General  Maintenance  Expenditure 

Chief  Office  Expenses  (subsequently  chargeable  to  departments) 

Discount  Account  (subsequently  apportionable  to  departments) 


Debits. 


11,609  15  6 

320    0  0 

45    2  6 

54     1  1 

13  10  6 

26    0  8 

1850    3  10 


13,918  13     8 


3,100    0    0 
75    0    0 


2,844  0  9 

1,242  2  8 

15  0  0 

150  0  0 

850  0  0 

45  5  2 

272  7  6 


22,512    9    9 


Credits. 


8.     d. 


7610    5    3 


12,302    0    8 


250    0    0 
150    0    0 


2190  19    3 


9    4    7 


22,512    9     9 


Form  No.  I.  shows  the  style  of  the  General  Cash  Book,  and  it  is  framed 
so  that  the  departmental  entries  can  be  taken  to  credit  of  ledger  accounts, 
corresponding  to  the  ruling  of  the  Cash  Book  (see  posted  entries  on  Forms) ; 
or  the  entries  may  be  posted  in  total  to  a  Departmental  Ledger  Account,  in 
which  case  the  departments  would  be  treated  as  combined.  This  plan 
would,  in  most  cases,  only  come  into  force  where  the  private  or  master 
ledger  deals  with  all  the  departments,  including  the  general  office,  under 
the  titles  of  their  respective  ledgers. 

Form  No.  la. — Each  Departmental  Cash  Book  contains  the  details  of 
those  items  the  totals  of  which  appear  in  the  Summary  Cash  Book  at  stated 
periods.  The  chief  office  is  charged  through  the  Departmental  Cash  Book 
with  all  receipts  from  customers,  and  the  same  office  is  also  credited  with 
disbursements  specifically  made  by  it  on  account  of  the  department.  Where 
the  imprest  system  is  adopted,  the  Departmental  Cash  Book  will  show  a 
balance  from  time  to  time,  and  this  will  correspond  with  the  balance  shown 
by  "  Departmental  Disbursements  Account "  in  the  General  Ledger. 

Form  No.  II.  summarises  the  entries  of  Form  No.  III.,  which  is  exclusively 
concerned  with  purchases  and  outgoings  on  account  of  departments.  In 
addition  to  these  summaries,  this  form  would  incorporate  items  of  general 
application,  particularly  all  expenditures  on  Capital,  ^Reconstruction,  and 
General  Maintenance  Accounts. 
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Form  No.  III.  deals  with  purchases  of  goods,  stores,  and  other  necessaries 
supplied  by  tradesmen  for  the  purposes  of  the  business.  The  impersonal 
classifications  will  necessarily  vary  according  to  the  kind  of  business  for 
which  they  are  needed. 

Form  No.  IV.,  as  its  name  implies,  is  for  the  purpose  of  collecting  entries 
as  between  the  departments;  it  will  also  contain  entries  affecting  the 
general  accounts  inter  se,  or  between  the  departmental  and  other  ledgers. 

Form  No.  V.  is  that  of  a  Creditors'  Ledger,  subdivided  so  as  to  show  the 
share  of  each  department,  general  office  included,  in  the  invoices  due  and 
passed  for  payment.  The  Ledger  on  the  credit  side  is  posted  from  the 
General  and  Departmental  Invoice  Goods  Books  (see  Forms  II.  and  III.),  the 
extreme  right-hand  column  containing  the  gross  amount  authorised  to  be 
paid.  Under  "  Details  of  Payment/'  the  several  items  shown  in  the  Cash 
Book  in  column  "  Creditors'  Ledger "  (see  Form  I.)  will  be  posted ;  there 
may  also  be  adjustments  in  relation  to  contra  accounts :  such  entries  will 
come  through  the  Transfer  Journal  (see  Form  IV.).  The  item  of  discount, 
as  between  the  departments,  naturally  calls  for  attention.  In  practice  it 
will  be  found  convenient  to  leave  the  apportionment  of  this  item  until  the 
half-yearly  or  annual  accounts  are  prepared  The  total  of  the  column  of 
discount  in  each  account  of  the  Creditors'  Ledger  will  be  divided  in  propor- 
tion to  the  several  totals  shown  per  contra  in  the  columns  of  each  depart- 
ment This  operation  will  take  place  upon  each  account  that  has  been 
dealt  with  during  the  period,  and  the  total  of  these  apportionments,  when 
extracted,  should  correspond  with  the  amount  of  trade  discount  deducted 
from  creditors  as  shown  by  the  General  Ledger. 

Form  No.  VI.  is  intended  to  record,  in  total  only,  the  weekly  or  monthly 
sales  of  each  department.  The  Departmental  Day  Books  call  for  no  special 
notice :  they  will  be  suitably  headed  to  correspond  with  the  titles  of  the 
money  columns  in  the  form  under  notice.  The  monthly  or  weekly  totals 
of  departmental  sales  will  be  extended  to  the  respective  departmental 
headings,  as  shown  in  the  form.  Apart  from  its  utility  as  an  important 
factor  in  the  system  of  control,  this  book  is  also  a  useful  statistical  record. 
It  can  be  amplified  if  necessary  so  as  to  show  each  class  of  departmental 
sales  during  a  month  or  a  week. 

Form  No.  VII.  shows  the  journal  entries  giving  effect  to  the  classified 
totals  appearing  in  Forms  II.  and  III.  The  entries  from  Form  VI.  could  be 
treated  in  the  same  way,  or  the  Summary  can  be  used  as  a  Journal;  the  latter 
course  has  been  followed  in  the  present  illustration,  in  order  to  show  both 
methods.  The  main  object  of  entering  these  summary  particulars  through 
a  General  Journal,  instead  of  posting  from  the  summaries  themselves,  is  that 
the  posting  mediums  to  the  General  Ledger  may  be  confined  to  the  Summary 
Cash  Book  and  Summary  Journal. 

Concerning  the  Departmental  Ledgers,  they  do  not  call  for  special  com- 
ment. They  will  be  compiled  from  the  Departmental  Day  Books,  Beturns 
and  Allowances  Book,  and  the  entries  of  the  subsidiary  books  illustrated 
by  Forms  la,  III.,  and  IV.  (departmental  columns  only) ;  the  double  entry 
in  regard  to  the  items  of  Form  IV.  is  completed  by  passing  the  correspond- 
ing amount  to  debit  or  credit  of  Chief  Office  Account.  The  relations 
between  the  General  or  Principal  Ledger,  and  the  Departmental  Ledgers,  is 
contrasted  in  the  following  tabular  statement : — 
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Balances  in  Departmental  Ledgers. 


Debits — Open  trade  debtors. 
Purchases  Account. 
Expense  Accounts. 

Cash  balance  (if  any). 


Corresponding  Account  in  General  Ledger  controlling 
Departmental  Account. 


Departmental  trade  debtors. 

„  Purchases  Account. 

Maintenance  Accounts  as  shown  under 
descriptive  columns. 

Balance   on  Departmental  Disburse- 
ments Account 


Credits — Sales  Account. 

Sundry  Creditors'  Account. 


Chief  Office  Account 


Departmental  Sales  Account 
Sundry  Creditors1  Account,  after  recon- 
ciliation with  departmental  ex- 
tractions from  Creditors'  Ledger 
(Form  V.). 
This  account  will  be  verified  by  the 
difference  existing  between  the 
totals  of  the  above  described 
balances. 

Form  No.  VIII.  shows  the  rulings  for  a.General  Ledger  having  independent 
control  of  all  departments.  Suitable  rulings  for  certain  impersonal  accounts 
are  also  given,  one  of  which  deals  with  the  item  of  discount,  for  purposes 
of  the  apportionment  referred  to  when  dealing  with  Form  V.  (see  supra). 
The  departmental  account  of  Purchases  and  Sales  can  be  kept  either  as 
shown  in  the  form,  or  in  separate  accounts  for  each.  Where  adjustments 
or  allowances  are  at  all  frequent,  this  latter  course  will  be  a  necessity. 
With  regard  to  the  Purchases  Returns  and  Sales  Returns  Books  in  a 
trading  concern,  those  entries  can  be  dealt  with  (a)  either  in  books  ruled 
to  correspond  with  particulars  given  in  Forms  III.  and  VI.,  or  (6)  separate 
portions  of  these  books  can  be  assigned  for  this  purpose,  or  (c)  a  part  of  the 
Transfer  Journal  (Form  IV.)  can  be  adapted  so  as  to  contain  the  entries 
mentioned.  To  make  the  control  a  complete  one,  a  few  points  of  general 
application  may  be  added. 

(a)  All  receipts  to  be  banked  daily. 

(b)  All  payments  to  be  made  by  cheque. 

(c)  The  imprest  system  to  be  adopted  in  the  departmental  cash  accounts, 

and  to  be  also  applied  to  all  petty  disbursements  throughout  the 
establishment. 

(d)  No  direct  transfers  to  be  permitted  under  any  circumstances. 

(e)  All  transfers  to  be  advised  periodically  to  the  chief  accounting 

department. 
(/)  Every  invoice,  docket,  receipt,  advice  note,  or  other  statement  directly 
affecting  the  entries  in  the  books  to  be  consecutively  numbered  and 
filed  for  reference  in  a  properly  appointed  receptacle. 

The  books  of  a  concern,  kept  upon  the  lines  just  considered,  answer  to 
the  requirements  of  a  decentralised  system  of  departmental  account  keep- 
ing, under  which 

(a)  The  firm's  position  can  at  any  time  be  ascertained  with  the  least 

possible  delay,  and  from  one  source,  containing  as  it  does  the 
classified  totals  of  all  subsidiary  sources. 

(b)  The  Ledgers  of  each  department  can  be  balanced  independently  of 

any  other  Ledgers. 

(c)  The  trading  results  of  each  department  can  be  ascertained  inde- 

pendently by  the  chief  accountant,  and  possibly  before  any  of  the 
departments  can  supply  that  information. 
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(d)  An  absolute  control  of  the  balances  on  debtors'  accounts  is  secured 
in  regard  to  each  department,  whereby  any  inaccuracy  of  posting 
or  extraction  becomes  at  once  apparent. 

The  next  aspect  in  which  we  have  to  look  at  this  subject  is  that  of 
Falsification  of  Accounts  by  Manipulation.     The  act  of  manipulation  may 
be  confined  to  the  books  entirely,  as,  for  example,  where  figures  in  one 
or  more  ledger  accounts  are  transposed  designedly  and  with  intent  to 
deceive,  or  otherwise  altered  for  the  same  purpose;  or  the  act  may  be 
performed  upon  subsidiary  records  in  conjunction  with  the  falsification  of 
cash  and  ledger  accounts.     For  instance,  an  invoice  for  8  tons  of  coal  at 
15a  per  ton  might  be  transformed  into  48  tons  of  coal  at  15s.  per  ton, 
the  surplus  of  £30  being  worked  off  through  the  impersonal  ledger  accounts. 
The  possibilities  of  this  kind  of  fraud  taking  place  will  be  easy  or  remote, 
just  in  proportion  to  the  amount  of  control  over  the  accounts  placed  in  the 
hands  of  one  employee ;  or,  it  may  be,  in  the  hands  of  more  than  one, 
working  in  collusion.     Gross  frauds  on  the  part  of  principals  are  frequently 
concealed  by  a  system  of  accommodation  bills,  and  where  these  are  intimately 
connected  with  transactions  in  goods  under  hypothecation  to  banks,  it  is 
no  easy  matter  to  unravel  frauds  of  that  character  from  the  books,  the 
entries  of  course  being  arithmetically  accurate.     As  showing  the  abuse  to 
which   accommodation  bills  may  be  put,  take   the  following  case.      A 
company,  having  joined  in  speculation  with  a  private  firm,  makes  a  heavy 
loss  on  the  venture.     The  company  finances  the  operation,  and  on  applica- 
tion, fails  to  obtain  from  the  private  firm  its  share  of  the  ascertained  loss. 
In  order  to  avert  the  inconvenient  inquiry  of  an  auditor,  and  his  subsequent 
report  to  the  shareholders,  the  company  makes  an  arrangement  with  the 
firm,  through  which  the  company  draws  against  the  balance  due  by  a  series 
of  accommodation  bills  for  odd  amounts,  and  at  varying  dates  of  maturity, 
on  the  understanding  that  the  company  shall  find  the  cash  to  meet  the 
acceptances  as  each  becomes  due.     These  acceptances,  which  in  effect  are 
but  accommodation  bills,  are  paid  into  the  bank  under  discount,  and  only 
a  close  scrutiny  of  the  firm's  ledger  account  would  reveal  what  was  actually 
in  progress. 

Now  let  us  consider  another  side  of  the  matter,  mainly  founded  on 
fact.  In  many  old-established  concerns  a  trusted  cashier  has  also  under 
his  charge  the  General  Ledger,  which  he  keeps  posted  up.  It  is  pointed  out 
to  the  principals  that  this  is  not  a  prudent  practice  to  continue;  they, 
however,  see  no  reason  to  discontinue  it,  because  a  system  of  internal  check 
is  in  operation  which  controls  all  the  branches  (of  which  the  firm  has 
several),  and  the  various  departments  of  the  head  office  in  addition. 
Moreover,  it  is  stated  that  the  detailed  balances  of  all  the  Ledgers  are  taken 
out  by  independent  persons,  and  it  is  therefore  considered  that  sufficient 
precautions  are  taken  to  avoid  fraud.  The  cashier  observes  that,  while  the 
accuracy  of  all  additions  is  duly  tested,  there  is  no  special  notice  given  to 
the  balances  of  impersonal  accounts,  other  than  those  which  are  immediately 
transferable  to  profit  and  loss ;  he  further  notices  that  the  primary  object 
appears  to  be,  the  reconciliation  of  the  total  balances  appearing  on  his 
ledger  with  the  amount  corresponding  thereto  on  the  control  records  already 
mentioned.  The  concern  dealB  largely  in  consignments  from  foreign  houses, 
who  draw  upon  the  firm  by  draft  at  three  and  six  months'  date.  The  cashier 
has  defalcated  say  £1000,  and  in  order  to  conceal  it  he  includes  this  amount 
with  a  number  of  retired  acceptances  in  an  entry  through  his  Cash  Book, 
charging  Bills  Payable  with  the  total     In  order  to  put  this  account 


142  FRAUD  IN  ACCOUNTS 

straight,  he  transfers  the  £1000  in  odd  sums,  and  at  irregular  intervals,  to  the 
debit  of  various  Shipment  accounts,  these  debits  being  gradually  worked  off 
to  Interest,  Discount,  General  Charges,  and  similar  impersonal  accounts, 
until  the  chances  of  detection  have  become  exceedingly  remote.  Some  of 
these  entries  he  has  at  odd  times  passed  through  the  General  Journal  under 
false  descriptions,  and  other  entries  he  has  effected  by  means  of  direct 
transfers. 

It  may  be  thought  that  a  fraud  carried  out  on  such  apparently  simple 
lines  as  these  was  bound  to  be  discovered  at  some  time  or  other.  But  it 
is  too  often  the  case  that  defalcations  arise  just  in  the  quarter  where  they 
are  least  expected  or  suspected.  It  must  not  be  forgotten  that  in  the 
instance  quoted  the  cashier  had  complete  control  of  the  Ledger  posted  up 
by  him ;  that  he  also  had  control  of  the  mediums  from  which  his  Ledger 
was  written  up ;  that  he  was  a  clever  book-keeper,  and,  above  all,  he  enjoyed 
the  full  confidence  of  his  employera  Taking  all  these  facts  into  con- 
sideration, and  realising  what  they  mean  in  a  concern  dealing  with  large 
sums  of  money  in  the  course  of  a  year,  it  is  not  too  much  to  say  that  such 
defalcations,  apart  from  the  possibility  of  their  occurrence,  are  quite  likely 
to  be  repeated  under  the  same  circumstances. 

What,  then,  are  the  safeguards  that  can  be  suggested  against  the  class 
of  fraud  described  as  falsification  by  manipulation  ? 

1.  The  term  "book-keeper"  often  includes  a  cashier,  a  ledger -'keeper, 
and  a  booking-clerk.  Where  the  duties  of  these  officers  are  delegated  to 
one  individual,  the  opportunities  for  perpetrating  fraud  are  many.  That 
each  of  these  officers  be  separate  individuals  is  of  the  utmost  importance, 
and  in  particular  it  is  especially  necessary — 

(a)  That  the  ledger-keeper  be  exclusively  occupied  with  posting ; 

(b)  That  the  cashier  be  likewise  exclusively  concerned  with  the  entries 

in  his  Cash  Book ;  and 

(c)  That  the  Journals  be  written  up  independently  of  cashier  or  ledger- 

keeper. 

2.  The  extraction  of  balances  should  not  be  performed  by  the  ledger- 
keeper  ;  he  may  add  up  the  accounts,  but  the  checking  of  these  and  actual 
extraction  of  the  balances  should  be  carried  out  by  some  independent  party. 
If  the  balances  are  too  numerous  to  be  extracted  at  one  sitting,  the  sheets 
containing  such  balances  as  have  been  taken  out  should  remain  under  the 
exclusive  charge  of  the  party  responsible  for  the  same,  and  on  no  pretext 
should  they  be  parted  with,  nor  should  any  other  employee  have  access  to 
them,  until  all  the  balances  have  been  scheduled  and  agreed. 

3.  Where  departmental  or  sectional  balancing  is  adopted,  as  in  most 
large  concerns,  it  is  essential  that  the  details  aggregating  a  given  total  be 
checked  and  verified,  as  well  as  the  summary  figures  which  produce  a  cor- 
responding balance. 

A  Sales  Ledger  or  Bought  Ledger  Account  in  the  Master  Ledger  may 
show  a  certain  balance ;  and  sheets  of  balances,  purporting  to  be  extractions 
of  the  detailed  balances  from  those  books,  may  be  produced,  the  total 
agreeing  with  the  respective  balances  of  the  said  accounts,  as  shown  by  the 
Master  Ledger.  But  unless  it  be  ascertained  that  these  detailed  balances 
are  actually  existent  in  the  Sales  Ledger  and  the  Bought  Ledger  respectively, 
and  that  the  sheets  accurately  show  those  balances  individually,  the  chief 
object  of  sectional  control  must  be  defeated. 

4.  In  some  concerns  the  practice  obtains  of  issuing  a  printed  circular 
at  balancing  time  to  the  various  customers,  and  occasionally  to  the  creditors 
also.     The  circular  will  run  somewhat  as  follows : — 


FRAUD  IN  ACCOUNTS  143 

13 6& r  Sirs 

'  In  making  up  our  books  to  the last  the  amount  appearing 

i_      •    x  debit  .    o 

herein  to  your  ^^  is  £     

We  shall  feel  obliged  if  you  will  confirm  this  balance,  sending  us 
your  reply  on  the  annexed  form  on  or  before  the day  of next. 

Yours  faithfully, 

The  annexed  form 
To  Messrs.        

Gentlemen, 

Replying  to  your  circular  letter  of  the we  have  to  state 

that  the  amount  standing  to  your        ■>.,  in  our  books  on  the day  of 

is  the  sum  of  £  :        : 

Signed 

Leaving  aside  the  question  of  business  policy,  this  practice  is  commendable 
in  many  respects.  That  its  working  may  be  the  more  satisfactory  and 
reliable,  it  should  be  ordered  that  the  prepaid  replies  are  addressed  to  a 
responsible  agent  of  the  firm,  preferably  one  of  the  principals,  or  better 
still  to  the  auditor,  in  order  that  no  replies  be  intercepted  and  tampered 

with. 

5.  It  is  a  wise  practice  frequently  and  at  irregular  intervals  to  change 
the  duties  of  the  ledger  clerks.  This  plan,  however,  will  not  by  itself 
ensure  the  discovery  of  possible  fraud ;  it  is  only  part  of  a  means  to  that 
end.  What  is  far  more  important  is  the  proving  of  the  balance  shown  by 
a  ledger  account,  and  it  is  here  that  the  real  responsibility  lies  upon  the 
internal  audit  staff  of  an  establishment.  This  responsibility  lies  upon  the 
internal  audit  staff,  because  in  large  concerns  it  is  manifestly  impossible  for 
a  professional  auditor  to  minutely  examine  every  balance  and  test  its 
genuineness.  He  may,  and  certainly  should,  prove  some  of  the  balances, 
both  in  the  details  of  which  they  are  comprised  as  well  as  the  arithmetical 
accuracy ;  to  go  further  than  this,  as  a  general  rule,  is  out  of  the  question. 
With  the'  internal  audit  staff,  engaged  as  they  are  exclusively  throughout 
the  year  in  testing  the  accuracy  of  the  detailed  entries  made  in  the  books 
of  their  employers,  the  case  is  quite  different.  Because  an  account  has 
been  correctly  posted  and  cast,  and  the  balance  duly  stated,  it  does  not 
necessarily  follow  that  such  a  balance  is  either  due  to  or  from  the  firm  or 
customer  in  question.  Here  the  skilled  accountant  has  his  opportunity, 
for  he  will  adopt  means  suggested  by  prior  experience  to  ascertain  whether 
or  not  the  figures  stated  represent  facts.  Too  much-  importance  cannot  be 
attached  to  the  necessity  for  proving  the  balances  of  personal  accounts,  and 
of  all  those  impersonal  accounts  which  can  be  so  dealt  with. 

Exception  may  be  taken  by  some  to  the  suggestion  that  the  ledger- 
keeper,  cashier,  and  invoice  clerk  ought  to  be  distinct  individuals,  on  the 
ground  that,  however  desirable  such  an  arrangement  may  be,  it  is  only 
feasible  in  concerns,  employing  at  least  three  or  four  clerks.  To  meet  such 
an  objection,  let  it  be  borne  in  mind  that  this  difficulty  with  small  concerns 
may  be  largely  obviated  by  arranging  the  general  books  of  account  so  that 
the  transactions  can  be  readily  summarised  once  a  week  or  once  a  month. 
These  summaries  can  then  be  dealt  with  in  a  convenient  form,  so  that  the 
balance  of  any  account,  or  group  of  accounts,  is  ascertained  before  even  the 
general  books  are  written  up ;  this  has  already  been  shown  when  describing 
the  departmental  system  of  account  keeping.     Under  such  supposed  limita- 
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tions,  the  heads  of  the  concern  must  necessarily  give  more  personal  attention 
to  book-keeping  matters  than  can  be  expected  of  them  in  concerns  which 
have  efficient  clerical  assistance  for  this  purpose.  The  main  object  of  all 
such  safeguards  still  remains  the  same,  viz.  to  ensure  that  if  fraud  is  being 
practised  it  may  be  detected  quickly,  and  the  cause  removed  with  the  least 
possible  delay  in  investigation. 

As  a  means  for  saving  clerical  labour  there  are  advantages  in  adopting 
the  perpetual  Ledger  system,  especially  in  relation  to  the  extraction  of 
balances.  It  must,  however,  be  remembered  in  this  connection  that  a 
systematic  control  over  the  ledger  accounts,  quite  distinct  from  the  actual 
books,  will  still  be  necessary. 

We  consider  the  final  aspect  of  our  subject  under  the  description  of 
"  Falsification  by  means  of  Fictitious  Evidences." 

Auditors  are  very  closely  concerned  with  this  matter,  and  it  is  one 
which  of  itself  affords  scope  for  many  discourses ;  it  can  now  only  be  noticed 
generally  and  summarily. 

In  order  to  illustrate  this  third  kind  of  fraud,  two  instances  are  sub- 
mitted. Both  these  cases  are  similar  in  that  the  object  of  the  respective 
falsifications  was  effected,  not  so  much  for  the  unlawful  acquirement  of 
cash,  but  by  means  of  deception  to  present,  for  purposes  of  trade,  a  better 
position  of  affairs  than  actually  existed. 

In  the  first  of  these  instances  the  business  was  conducted  at  two  chief 
centres,  one  being  a  city  office  and  the  other  a  district  office.  In  the  first- 
mentioned  place  were  kept  the  financial  books,  containing  in  total  the 
entire  transactions  of  the  company.  At  the  district  office  the  subsidiary 
Ledgers,  containing  customers'  accounts,  were  posted  and  written  up.  At 
balancing  time  an  extract  was  made  from  these  Ledgers,  showing  the  balance 
due  from  each  customer,  subdivided  under  the  heads  of  Bent  and  Out- 
standing Charges.  The  quantities  and  weights  of  goods,  on  which  rent  and 
charges  had  accrued,  were  drawn  up  on  a  separate  schedule.  The  company's 
manager  had  both  these  statements — the  outstanding  balances  according 
to  the  Ledgers,  and  the  account  of  accrued  rent  and  charges — submitted  to 
him.  He  revised  the  amounts  actually  accrued,  altering  the  rates  charged 
so  as  to  bring  out  the  total  to  a  figure  which,  on  paper,  showed  that  a 
certain  profit  had  been  earned.  The  amended  figures  were  then  copied 
into  the  Eevenue  Charges  Books  with  corresponding  particulars,  and  these 
books  were  duly  signed  by  the  manager  and  other  officers  of  the  company 
as  authentic  statements  of  outstanding  rents  and  charges  accrued.  It 
transpired  that  the  falsification  occurred  in  the  charges,  and  the  rates  at 
which  these  were  computed;  the  figures  relating  to  quantities,  and  the 
rents,  were  correctly  set  down.  The  fraud  was  carried  on  for  several  years, 
and  in  the  course  of  this  period  the  amount  credited  to  Eevenue  in  excess 
of  what  was  really  due  from  time  to  time  aggregated  over  £200,000.  It 
must  not  be  forgotten  that  the  managing  director  had  been  associated  with 
the  company  for  many  years ;  that  he  was  a  valued  and  trusted  servant ; 
and  that  he  was  intimately  and  technically  acquainted  with  all  the  ramifi- 
cations of  the  company's  enormous  business.  Add  to  this  that  he  alone 
was  in  possession  of  the  exact  position  of  affairs,  both  in  the  city  office  and 
in  the  district  office,  and  it  will  readily  be  seen  that  a  combination  of 
circumstances  was  in  force  which,  in  unscrupulous  hands,  afforded  oppor- 
tunities for  the  practice  of  fraud  on  an  extensive  scale. 

The  position  of  the  auditor  was  one  of  great  difficulty.  The  Customers' 
Ledgers  contained  over  10,000  accounts,  many  of  them  comprising  the 
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amounts  in  which  the  false  items  of  accrued  charges  were  included ;  but, 
inasmuch  as  these  were  supported  by  the  signed  statements  of  accrued 
charges,  nothing  short  of  a  detailed  and  minute  inquiry  as  to  the  manner 
in  which  the  accrued  items  were  arrived  at  could  have  revealed  the  exist- 
ence of  fraud.  This  is  a  clear  case  in  which  fictitious  evidences  have  passed 
detection,  notwithstanding  the  simple  nature  of  their  construction. 

The  second  of  these  two  instances  is  similar  to  the  one  just  considered. 
Here  the  falsification  of  the  Stock  Sheet  led  to  a  fictitious  statement  of 
revenue,  and  to  the  submission  of  a  fraudulent  Balance  Sheet  to  the 
shareholders.  The  manager  of  the  company  was  apparently  the  only 
active  officer  who  thoroughly  understood  the  company's  business,  and  the 
directors  were  almost  entirely  in  his  hands  regarding  its  affairs. 

The  fraud  was  effected  by  inflating  the  quantities  of  stock  actually  on 
hand,  the  prices  of  valuation  being  accurate.  The  sheets  were  duly  certified 
by  the  manager,  and  his  frauds  escaped  detection  for  some  years,  although 
the  stock  was  overstated  to  the  extent  of  nearly  £40,000  when  the  frauds 
were  discovered.  It  seems  at  first  sight  incredible  that  such  an  inflation  could 
have  passed  detection  in  any  Stock  Sheet ;  even  a  superficial  examination 
would,  one  might  think,  have  attracted  attention  to  some  of  the  overstated 
quantities.  But  here,  again,  it  must  be  borne  in  mind  that  the  items  were 
numerous;  that  any  questions  which  may  have  arisen  were  broadly 
answered  by  the  fact  that  the  requirements  of  trade  necessitated  the  hold- 
ing of  a  large  stock  at  that  particular  time ;  and  surely  the  manager  was  the 
most  likely  person  to  know  what  those  requirements  were.  The  directors 
trusted  him  implicitly ;  and  since  the  amount  of  the  valuation,  rather  than 
the  quantities,  would  be  noticed,  the  prices  being  found  accurate,  it  is  quite 
possible  that  the  manager's  explanation  concerning  trade  requirements  was 
sufficient  to  allay  the  doubts  of  any  of  the  directors.  On  these  suppositions 
it  is  easy  to  understand  that  the  auditors  might  also  be  deceived. 

It  is  no  part  of  an  auditor's  duty  to  take  stock ;  but,  on  the  other  hand, 
does  the  auditor  use  reasonable  care  and  diligence  when  he  refrains  from 
any  examination  of  the  Stock  Sheets  produced  as  evidence  of  the  amount 
of  the  valuation  appearing  in  the  accounts  ?  This  matter  has  been  argued 
over  and  over  again,  but  no  decisive  pronouncement  has  yet  been  made 
concerning  it.  While  an  auditor  is  neither  a  valuer  nor  a  stock-taker,  he 
is  beyond  doubt,  when  officially  engaged,  an  inquisitor :  he  has  to  sit  in 
judgment  upon  the  accounts  submitted  for  his  consideration,  and  to  say 
whether  or  not  they  represent  the  true  financial  position  of  the  concern ; 
whether  or  not  they  are  supported  by,  and  in  accordance  with,  the  evidence 
produced. 

He  is  in  the  same  position  as  a  Judge  who  tries  a  case  in  a  High  Court 
of  Justice.  Certain  witnesses  give  their  evidence ;  some  are  credible,  others 
are  not.  The  summing-up  is  by  far  the  most  vital  part  of  the  trial,  for 
here  it  is  that  the  jury  have  succinctly  placed  before  them  the  material 
points  for  consideration. 

Applying  this  to  the  auditor,  he  has  to  arrange  certain  matters  of  fact, 
not  probable  or  even  logical  inferences,  but  facts — things  which  commend 
themselves  to  sound  judgment  as  true.  The  auditor  has  to  arrange  these 
facts  before  the  jury  of  his  reason,  so  that,  after  due  consideration,  it  may 
dictate  an  opinion,  which  enables  the  said  auditor  to  deliver  the  necessary 
judgment  upon  the  accounts  put  before  him. 

The  stock  on  hand  is  a  material  part  of  the  accounts  and  of  the 
business ;  to  ignore  the  item  would  be  only  to  partly  hear  the  case,  and  no 
effective  judgment  follows  a  part-heard  case.     This,  it  is  submitted,  con- 
vol.  in  10 
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clusively  shows  that  an  auditor  cannot,  consistently  with  reasonable  care 
and  diligence,  decline  to  recognise  that  any  attention  to  the  Stock  Sheets  is 
due  from  him.  He  has  to  judge  of  the  accounts  in  their  entirety,  not  in 
their  component  parta  Then  comes  the  question,  What  is  necessary  or 
incumbent  in  this  direction  ? 

If  the  schedules  of  stocks  are  such  as  can  be  independently  tested,  the 
test  ought  to  be  applied.  For  example,  a  stock  of  cotton,  as  regards  the 
items  of  which  it  is  composed,  could  be  compared  with  the  Stock  Book 
balances  first ;  then  the  number  of  bales  purchased,  added  to  the  last  stock, 
gives  the  gross  receipts,  and  after  deducting  deliveries  the  balance  should 
agree  with  the  stock  of  bales  on  hand.  Again,  in  the  case  of  corn  or  grain, 
the  number  of  centals  can  be  similarly  dealt  with.  These  are  simple 
illustrations ;  the  case  is  more  difficult  where  there  are  numerous  purchases, 
undergoing  various  processes,  and  ultimately  turned  out  in  a  different  form 
and  nature  from  that  originally  possessed  by  them.  Here  the  only  thing 
that  can  be  done,  beyond  testing  them  arithmetically  (a  course  that  should 
invariably  be  adopted  as  the  least  that  ought  to  be  done),  is  a  comparison 
of  prices,  obtained  preferably  from  such  independent  sources  as  the  daily 
press  and  trade  publications.  If  at  all  possible,  as  a  sample  of  the  general 
bona  fides,  some  item  (such  as  Sacks)  might  be  taken  and  followed 
throughout  the  period  under  review.  The  valuation  of  work  in  progress 
must,  from  its  very  nature,  be  purely  an  estimate.  In  this  matter 
particular  attention  should  be  given  to  the  allowance  for  depreciation 
and  irrecoverable  expenditure  upon  erections. 

Considered  together,  then,  the  frauds  perpetrated  in  the  two  instances 
just  described  were  similar  in  several  respects.  Both  companies  were  the 
victims  of  unscrupulous  managers.  Both  managers  designedly  schemed  to 
present  a  favourable  view  of  the  financial  position  of  their  respective 
companies.  In  each  case  false  evidences  were  signed  to  support  the 
position  of  affairs  disclosed  in  the  accounts. 

Each  manager  had  unlimited  control  of  the  company's  affairs,  and 
because  of  the  confidence  reposed  in  them  respectively,  were  the  better  able 
to  effect  their  plans  unquestioned,  and  for  a  long  time  unsuspected  by  any 
one.  The  directors,  whether  from  want  of  technical  knowledge,  from  lack  of 
interest,  or  from  disinclination  to  doubt  their  colleague  on  the  board,  did 
not  exercise  their  powers  of  supervision,  and  so  were  completely  in  the 
hands  of  these  managing  directors  for  all  and  any  information  pertaining 
to  the  affairs  of  the  respective  companies. 

Now,  from  an  auditor's  point  of  view,  there  is  little  that  can  be 
suggested  in  the  way  of  precaution  against  such  frauds  as  these,  beyond 
those  customary  methods  which  it  is  believed  are  adopted  by  most  auditors. 
We  refer  to  general  inquiries  as  to  the  basis  on  which  stock  has  been  valued ; 
the  ascertainment  that  more  than  one  responsible  official  is  concerned  in, 
and  has  attested  to,  the  honesty  of  the  particulars  in  the  Stock  Sheets ;  the 
independent  agreement  of  detailed  debtors'  and  creditors'  balances  with  a 
summary  account  in  the  head  office  and  private  books;  and  a  thorough 
scrutiny  of  the  book  debts.  These  points  have  already  been  dealt  with 
when  considering  the  two  previous  divisions  of  our  subject. 

The  matter,  however,  assumes  a  very  different  character  when  it  is 
considered  from  an  administrative  standpoint. 

Unless  the  responsible  heads — in  the  case  of  a  company,  the  directors  as 
representing  the  shareholders;  or  of  a  private  firm,  the  partners — will 
intelligently  and  systematically,  through  the  exercise  of  personal  super- 
vision and  direction,  do  their  utmost  to  safeguard  the  concern  from  fraud, 
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then  the  most  careful  audit  will  be  of  little  practical  use.  One  of  the  High 
Court  Judges  has  said,  "  An  auditor  is  not  an  insurer/'  This  fact  is  too 
often  forgotten  by  shareholders  and  others.  A  doctor  does  not  guarantee 
to  cure  a  patient ;  and  if  that  patient  does  not  follow  the  medical  advice 
given  to  him,  or  neglects  to  take  the  precautions  suggested  by  ordinary 
prudence,  then  beyond  question  he  has  only  himself  to  blame  for  any 
adverse  consequences  that  ensue. 

The  practical  lesson  for  auditors  to  gather  from  these  two  cases  is  this. 
They  must  look  somewhat  further  than  the  technical  routine  work  entailed 
by  the  accounts  under  audit.  Partners  and  directors  for  the  most  part 
resent,  generally  with  a  display  of  offended  dignity,  any  investigation  of 
the  manner  in  which  their  respective  obligations  towards  their  business 
concerns  are  performed.  No  doubt  there  are  some  cases  where  such  an 
inquiry  can  be  obviously  answered  by  a  course  of  action,  frequently 
repeated ;  in  others,  great  tact  is  needed  to  ascertain  just  what  measure 
of  influence  each  administrator  holds  over  the  conduct  of  the  business,  and 
what  possibilities  for  the  perpetration  of  fraud  would  be  created  by  the 
improper  use  of  such  influence  under  the  circumstances  surrounding  a 
particular  case.  It  follows  from  these  observations  that  there  are  certain 
matters  necessarily  connected  with  the  conduct  of  a  business,  to  which  an 
auditor  may  profitably  give  some  consideration,  although  they  are  not, 
strictly  speaking,  a  part  of  his  official  duty.  The  matters  suggested  for 
consideration  are  these : — 

1.  What  part  of  the  business  does  each  partner  or  director  attend  to  ? 

2.  How  far  can  each  partner  or  director,  having  regard  to  the  existing 

agreements  in  force,  act  independently  of  his  colleagues  ? 

3.  Are  all,  or  only  one  or  two,  of  the  partners  or  directors  technically 

and  intimately  acquainted  with  the  business  ? 

4.  Is  any  system  of  periodical  returns  in  operation — statistical  and 

financial;    and  are  these  regularly  considered  and  acted  upon 
by  the  partners  or  directors  ? 

5.  Do  the  partners  or  directors,  or  any  of  them,  personally  supervise  the 

detailed  routine  of  the  business,  or  are  they  entirely  dependent 
upon  the  heads  of  departments  for  this  ? 

6.  Does  the  balance  of  power  in  the  administration  of  affairs  lie  with 

one  director  or  one  partner,  to  the  exclusion  of  his  co-directors  or 
partners  ?  And  in  particular,  if  such  a  director  or  partner  exists, 
is  he  apparently  indispensable  to  the  business?  This  latter 
question  can  also  be  applied  to  any  employee  of  the  concern. 
These  are  general  points  which  an  auditor  can  usually  ascertain  by 
observation,  or,  at  any  rate,  by  judicious  inquiry. 

According  to  the  result  of  such  inquiry  or  observation,  the  auditor  is 
much  better  able  to  form  a  correct  opinion  upon  questions  that  arise  during 
the  audit,  and  at  its  completion,  than  he  would  be  if  his  considerations 
were  exclusively  confined  to  the  bare  records  shown  by  the  books. 

Interference  in  the  management,  or  even  criticism  upon  the  policy  of  a 
business  by  the  auditor  is  strongly  to  be  deprecated.  On  the  other  hand, 
a  careful  consideration  by  auditors  of  what  may  be  called  the  "  unseen 
potentialities  "  which  control  the  operations  of  a  concern  will  not  be  without 
advantage  to  themselves,  and  may  prove  valuable  to  their  clients. 

Having  thus  considered  the  principal  features  of  the  sections  under  which 
our  subject  has  been  discussed,  it  is  desirable  to  state  the  conclusions  that 
can  be  reasonably  drawn  from  them. 
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It  is  to  be  observed  that  the  contributory  causes,  as  well  as  the  contem- 
plated circumstances,  under  which  the  respective  kinds  of  fraud  may  arise 
differ  in  each  case. 

In  the  first,  defective  book-keeping,  inaccurate  valuations,  and  the  pre- 
meditated concealment  of  essential  data  are  mentioned  as  the  media  of  fraud. 

In  the  next  case  it  is  shown  that  a  system  of  internal  check,  sufficiently 
good  in  itself,  will  not  necessarily  detect  the  existence  of  fraud  if  it  goes  no 
farther  than  the  automatic  verification  of  arithmetical  accuracy.  Within 
these  limits  such  a  system  will  not  supply  an  indication  as  to  whether  an 
employee,  having  charge  of  certain  accounts,  is  doing  his  work  honestly 
apart  from  superficial  accuracy.  These  incidents,  in  conjunction  with  a 
gross  abuse  of  the  entire  trust  reposed  in  an  employee  by  his  employers,  are 
very  apt  to  render  the  practice  of  fraud  on  an  extensive  scale  a  com- 
paratively easy  matter. 

The  contributing  causes  noticed  in  the  first  and  second  cases  are,  to 
some  extent,  traceable  in  the  other  two  instances  mentioned  as  examples  of 
a  third  kind  of  fraud ;  but  here  there  are  elements  to  be  considered  that 
do  not  apply  to  the  first  two  cases.     These  elements  are — 

(a)  Technical  and  intimate  acquaintance  with  the  usages  pertaining  to 

a  particular  trade. 

(b)  Unlimited  control  exercised  by  the   manager  of   a  concern  in 

directing  the  daily  course  of  business. 

The  knowledge  and  powers  possessed  by  such  managers  may  be  used, 
not,  be  it  observed,  with  the  primary  object  of  increasing  personal  wealth, 
but  for  the  express  purpose  of  bolstering  up  the  shaky  finances  of  a  concern 
for  the  time  being. 

The  lines  upon  which  a  professional  accountant  should  proceed  to 
discover  whether  these  kinds  of  fraud  exist  or  not  have  already  been 
indicated;  the  details  of  carrying  out  the  investigation  will  necessarily 
depend  upon  the  circumstances  of  any  given  case. 

What  is  to  be  said  of  the  respective  suggestions  that  have  been  made  to 
prevent,  so  far  as  possible,  these  descriptions  of  fraud  ?  The  recommenda- 
tions can  be  summed  up  in  the  words :  Efficiency,  both  in  administration 
and  internal  supervision. 

The  fundamental  qualities  necessary  for  the  successful  conduct  of  any 
business  enterprise  are — 

Capacity — not  mere  aptitude — for  organisation  and  administration. 

Strict  adherence  to  a  reliable  and  comprehensive  system  of  account- 
keeping,  adapted  to  all  the  requirements  of  a  concern. 

Intimate  and  technical  acquaintance  with  the  practical  details,  as  well 
as  the  ascertained  results,  pertaining  to  the  particular  business. 

Ceaseless  watchfulness  on  the  part  of  the  heads,  not  only  over  the 
employees,  but  also  over  each  other,  that  thereby  the  rectitude  of  all 
may  be  assured. 

Where  these  conditions  exist,  the  possibilities  of  fraud  are  small ;  where 
they  are  absent,  the  risk  of  fraud  is  not  only  great,  but  no  audit,  however 
exhaustive,  can  prevent  irregularities  if  intelligent  co-operation  on  the  part 
of  the  principals  is  lacking. 

In  conclusion,  no  matter  how  large  the  business  may  be,  and  however 
complicated  its  transactions,  a  reliable  system  of  accounts  can  always  be 
designed  which  will  supply  the  classified  detail,  as  well  as  the  net  result  of 
its  operations.  While  it  is  important  that  the  net  results  should  be  readily 
ascertained,  it  is  not  the  less  important  that  the  details,  which  make  up  the 
net  result,  should  be  capable  of  the  like  treatment. 
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The  anxiety  to  obtain  the  first  of  these  two  objects,  very  frequently 
obscures  the  value  of  the  second.  Fraud  usually  begins  to  be  practised  in 
matters  of  detail,  which  are  not  considered  worthy  of  the  serious  considera- 
tion that  would  doubtless  be  given  to  the  collection  of  debts,  or  the  prices 
to  be  paid  for  certain  classes  of  goods  supplied.  Economy  of  management, 
including  insufficient  clerical  assistance,  may  seem  to  be  a  saving  of 
expense ;  but  where  such  a  policy  causes  the  account-keeping  of  a  concern 
to  bear  the  effect  of  inefficient,  as  well  as  insufficient,  clerical  assistance, 
the  consequences  must  inevitably  be  the  reverse  of  economical 

Speaking  generally,  it  is  impossible  that  fraud  in  accounts  can  ever  be 
entirely  prevented ;  but  to  a  large  degree  its  extent  can  be  controlled,  and  its 
ultimate  discovery  made  certain,  as  the  writer  has  endeavoured  to  show  in 
the  foregoing  considerations. 

Arthur  F.  Dodd,  F.C.A. 

Fraudulent  Bankruptcy.    See  Bankruptcy. 

Freehold. — Freehold,  in  English  law,  is  a  land,  tenement,  or  office 
which  a  man  holds  in  fee  simple,  fee  tail,  or  for  life.  An  estate,  to  be  free- 
hold, must  possess  two  qualities — (1)  Immobility,  that  is,  the  property  must 
be  either  land,  or  some  interest  issuing  out  of  or  annexed  to  land  ;  and  (2) 
Indeterminate  duration,  for. if  the  utmost  period  of  time  to  which  an  estate 
can  endure  be  fixed  and  determined  it  cannot  be  a  freehold. 

An  estate  in  fee  or  fee  simple  is  the  greatest  estate  known  to  English 
law.  It  is,  strictly  speaking,  an  estate  which  is  not  absolute,  but  held  of  some 
superior  lord ;  and  if ,  as  is  generally  the  case,  as  regards  freehold  property, 
there  is  no  other  lord,  it  is  in  law  held  of  the  sovereign.  Originally  estates 
in  fee  were  granted  by  the  lords  to  their  freemen,  as  distinguished  from 
copyhold  estates,  which  were  granted  to  their  villeins.  An  estate  in  fee 
simple  is  properly  created  by  a  limitation  to  a  person  and  "  his  heirs." 
The  word  "  assigns"  is  usually  added,  but  it  is  not  necessary.  Where  the 
fee  is  conveyed  to  a  corporation,  the  proper  word  of  limitation  is  "  suc- 
cessors," though  this  is  not  necessary  in  the  case  of  corporations  aggregate. 
A  tenant  in  fee  is  practically  absolute  owner  (though  theoretically  he  holds 
of  some  lord  or  the  Crown),  and  he  can  deal  with  the  estate  in  any  way  he 
thinks  fit,  as  by  sale,  mortgage,  demise,  devise,  etc.,  though  originally  it 
could  not  be  conveyed  without  the  lord's  consent. 

Rules  of  Descent  of  Fee  simple  Estates. — On  the  death  of  the  owner  in  fee 
intestate  the  devolution  of  his  estate  is  determined  by  law,  3  and  4 
Will  IV.  c.  106.  Bule  I.  Inheritances  shall  lineally  descend,  in  the  first 
place,  to  the  issue  of  the  last  purchaser  in  infinitum.  The  word  purchase 
has  in  law  a  meaning  more  extended  than  its  ordinary  sense :  it  is  possession 
to  which  a  man  cometh,  not  by  title  of  descent.  A  devisee  under  a  will  is 
accordingly  a  purchaser  in  law.  And,  by  the  Act,  the  purchaser  from 
whom  descent  is  to  be  traced  is  defined  to  be  the  last  person  who  had  a 
right  to  the  land,  and  who  cannot  be  proved  to  have  acquired  the  land  by 
descent,  or  by  certain  means  which  render  the  land  part  of,  or  descendible 
in  the  same  manner  as  other  land  acquired  by  descent.  This  rule  is  an 
alteration  of  the  old  law,  which  was  that  descent  should  be  traced  from 
the  person  who  last  had  the  feudal  possession  or  seisin,  as  it  was  called. 
The  rule  as  altered  is  not  indeed  altogether  free  from  objection ;  for  it  will 
be  observed  that,  not  content  with  making  a  title  to  the  land  equivalent 
to  possession,  the  Act  has  added  a  new  term  to  the  definition  by  directing 
descent  to  be  traced  from  the  last  person  entitled  who  did  not  inherit. 
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Rule  II.  Male  issue  shall  be  admitted  before  the  female.  Eule  III. 
Where  two  or  more  of  the  male  issue  are  in  equal  degree  of  consanguinity 
to  the  purchaser,  the  eldest  only  shall  inherit ;  but  the  females  shall  inherit 
all  together.  Eule  IV.  All  the  lineal  descendants  in  infinitum  of  any 
person  deceased  shall  represent  their  ancestor ;  that  is,  shall  stand  in  the 
same  place  as  the  person  himself  would  have  done  had  he  been  living. 
The  preceding  rules  of  descent  apply  as  well  to  the  descent  of  an  estate 
tail,  if  not  duly  barred,  as  to  that  of  an  estate  in  fee  simple.  The  descent 
of  an  estate  tail  is  always  traced  from  the  purchaser,  or  donee  in  tail,  that 
is,  from  the  person  to  whom  the  estate  tail  was  at  first  given.  Eule  V.  On 
failure  of  lineal  descendants,  or  issue  of  the  purchaser,  the  inheritance  shall 
descend  to  his  nearest  lineal  ancestor.  Eule  VI.  The  father  and  all  the 
male  paternal  ancestors  of  the  purchaser  and  their  descendants  shall  be 
admitted  before  any  of  the  female  paternal  ancestors  or  their  heirs.  All 
the  female  paternal  ancestors  and  their  heirs,  before  the  mother  or  any  of 
the  maternal  ancestors,  or  her  or  their  descendants ;  and  the  mother  and 
all  the  male  maternal  ancestors,  and  her  and  their  descendants,  before  any 
of  the  female  maternal  ancestors,  or  their  heirs.  Eule  VII.  A  kinsman  of 
the  half  blood  shall  be  capable  of  being  heir;  and  such  kinsman  shall 
inherit  next  after  a  kinsman  in  the  same  degree  of  the  whole  blood,  and 
after  the  issue  of  such  kinsman  when  the  common  ancestor  is  a  male,  and 
next  after  the  common  ancestor  when  such  ancestor  is  a  female.     Eule 

VIII.  In  the  admission  of  female  paternal  ancestors  the  mother  of  the 
more  remote  male  paternal  ancestor,  and  her  heirs,  shall  be  preferred  to 
the  mother  of  a  less  remote  male  paternal  ancestor  and  her  heirs;  and 
in  the  admission  of  female  maternal  ancestors,  the  mother  of  the  more 
remote  male  maternal  ancestor,  and  her  heirs,  shall  be  preferred  to  the 
mother  of  a  less  remote  male  maternal  ancestor  and  her  heirs.     Eule 

IX.  Where  there  shall  be  a  total  failure  of  heirs  of  the  purchaser,  or  where 
any  land  shall  be  descendible,  as  if  an  ancestor  had  been  the  purchaser 
thereof,  and  there  shall  be  a  total  failure  of  the  heirs  of  such  ancestor,  then 
and  in  every  such  case  the  land  shall  descend,  and  the  descent  shall  thence- 
forth be  traced  from  the  person  last  entitled  to  the  land,  as  if  he  had  been 
the  purchaser  thereof. 

Estate*  Tail. — An  estate  tail,  as  distinguished  from  an  estate  in  fee,  is 
an  estate  limited  to  a  person  and  the  heirs  of  his  or  her  body.  An  estate 
tail  general,  comprising  the  issue  of  a  person,  as  A,  by  any  marriage,  is 
created  by  limitation  to  A  and  the  heirs  of  his  or  her  body.  An  estate  tail 
special,  comprising  the  issue  of  A  by  a  particular  marriage  only,  is  created 
by  a  limitation  to  A  (where  A  is  a  male)  and  the  heirs  of  his  body  begotten 
upon  B ;  or  to  A  (where  A  is  a  female),  and  the  heirs  of  her  body  begotten 
by  B ;  or  (where  the  limitation  is  to  two)  to  A  and  B  and  the  heirs  of  their 
bodies.  Under  these  forms  of  limitation  the  estate  is  descendible  first  in 
the  male  line,  failing  that  in  the  female  line.  The  line  of  descent,  however, 
may  be  restricted  to  males  or  females. 

Descent  of  Estate  Tail. — The  descent  of  an  estate  tail  differs  from  that  of 
an  estate  in  fee  chiefly  in  this,  that  the  limitations,  whether  in  tail,  general, 
special,  male  or  female,  must  be  followed,  and  the  estate  cannot  ascend  nor 
go  to  the  collateral  heirs  of  the  tenant  in  tail,  who  are  not  in  the  line  of 
limitation.  With  these  differences  the  devolution  of  an  estate  tail  is  like 
that  of  an  estate  in  fee,  the  first  donee  in  tail  being  the  purchaser  from 
whom  the  descent  is  to  be  traced. 

The  rules  of  law,  commonly  known  as  the  Eule  in  Shelley's  Case  (1  Eep. 
93),  because  it  was  particularly  referred  to  in  that  case,  although  it  is  of 
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much  earlier  date,  is,  that  where  in  the  same  instrument  there  is  a  limitation 
to  the  ancestor  of  an  estate  of  freehold,  and  also  mediately  or  immediately 
a  limitation  to  his  heirs ;  or  a  limitation  to  the  heirs  of  his  body  (or  other 
words  operative  to  create  an  estate  tail),  the  word  heirs  is  a  word  of  limita- 
tion and  not  purchase,  and  the  ancestor  takes  an  estate  in  fee  in  the  first 
case  and  in  tail  in  the  second.  His  estate,  however,  is  subject  to  the 
intervening  estates  (if  any),  whether  vested  or  contingent,  limited  to  others. 
The  rule  is  the  same  where  the  limitation  in  remainder  is  to  the  "  heir  "  (in 
the  singular). 

Estates  for  Life. — Estates  for  life,  which  are  the  lowest  estates  of  free- 
hold, arise  either  by  express  grant  or  by  operation  of  law.  Of  the  latter  class 
are  the  wife's  dower  estate,  the  husband's  estate  by  the  courtesy,  and  the 
estate  of  tenant  in  tail  after  possibility  of  issue  extinct.  An  estate  pur 
autre  vie,  or  for  the  life  of  another,  is  the  lowest  estate  for  life,  and  ceases 
at  the  death  of  the  cestui  qui  vie. 

Customary  Freeholds. — A  peculiar  species  of  copyhold  tenure  prevails  in 
the  north  of  England,  and  is  to  be  found  also  in  other  parts  of  the  kingdom, 
particularly  within  manors  of  the  tenure  of  ancient  demesne,  namely,  a 
tenure  by  copy  of  Court  roll,  but  not  expressed  to  be  at  the  will  of  the  lord. 
The  lands  held  by  this  tenure  are  denominated  customary  freeholds.  This 
tenure  has  been  the  subject  of  a  great  deal  of  learned  discussion ;  but  the 
courts  of  law  have  now  decided  that,  as  to  these  lands,  as  well  as  to  pure 
copyholds,  the  freehold  is  in  the  lord  and  not  in  the  tenant. 

J.  E.  R  Stephens. 

Free  Of  Income  Tax. — A  term  used  on  dividend  and  interest 
warrants,  to  show  that  income  tax  has  been  paid  by  the  company  direct 
to  the  Government,  and  consequently  shareholders  in  such  companies 
should  take  care  not  to  pay  tax  a  second  time.  A  dividend  declared  at 
say  5  per  cent  free  of  income  tax  is  really  a  dividend  of  5  plus  the  amount 
of  income  tax  upon  5.  A  shareholder  in  such  a  company  who  is  entitled 
to  exemption  from  income  tax  would  receive  the  tax  upon  his  dividend 
upon  applying  to  the  income  .tax  authorities,  and  satisfying  them  of  the 
justness  of  his  claim  to  exemption. 

Freight. — The  amount  charged  for  the  carriage  of  goods  in  ships. 
Sometimes  the  term  "  freight "  is  applied  to  the  hire  of  a  ship  for  a  voyage 
or  a  certain  period. 

Freight  may  be  payable  either  on  delivery,  or  wholly  or  partly  in 
advance  or  after  delivery,  according  as  the  parties  may  contract,  and  in  the 
absence  of  any  stipulation  as  to  the  time  of  payment,  this  may  be 
determined  by  custom.  When  the  time  of  payment  has  not  been  stipulated, 
or  where  there  is  no  custom  ruling,  freight  is  not  payable  till  the  delivery 
of  the  goods. 

A  shipowner  may  refuse  delivery  till  his  freight  is  paid.  Unless 
otherwise  agreed  on,  freight  is  payable  in  cash  and  without  deduction 
in  the  currency  of  the  place  of  payment,  but  if  the  custom  at  the  place  of 
destination  of  the  goods  is  to  allow  a  deduction  this  custom  must  be  given 
effect  to.    See  Charter  Party,  vol  ii.  75 ;  Dead  Freight,  vol.  ii.  320. 

Friendly  Societies.— A  friendly  society  is  defined  by  the 
Friendly  Societies  Act  1896,  following  earlier  Acts,  as  a  society  for  the  pur- 
pose of  providing,  by  voluntary  subscriptions,  with  or  without  the  aid  of 
donations,  for — 
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(a)  The  relief  or  maintenance  of  the  members,  their  husbands,  wives, 
children,  fathers,  mothers,  brothers  or  sisters,  nephews  or  nieces,  or  wards 
being  orphans,  during  sickness  or  other  infirmity,  whether  bodily  or  mental, 
in  old  age  (which  means  any  age  after  50)  or  in  widowhood,  or  for  the  relief 
or  maintenance  of  the  orphan  children  of  members  during  minority ;  or 

(b)  Insuring  money  to  be  paid  on  the  birth  of  a  member's  child,  or  on 
the  death  of  a  member,  or  for  the  funeral  expenses  of  the  husband,  wife,  or 
child  of  a  member,  or  of  the  widow  of  a  deceased  member,  or,  as  regards 
persons  of  the  Jewish  persuasion,  for  the  payment  of  a  sum  of  money  during 
the  period  of  confined  mourning ;  or 

(c)  The  relief  or  maintenance  of  members  when  on  travel  in  search  of 
employment,  or  when  in  distressed  circumstances,  or  in  case  of  shipwreck,  or 
loss  or  damage  of  or  to  boats  or  nets ;  or 

(d)  The  endowment  of  members  or  nominees  of  members  at  any  age ;  or 

(e)  The  assurance  against  loss  by  fire,  to  any  amount  not  exceeding  £15, 
of  the  tools  or  implements  of  the  trade  or  calling  of  the  members. 

The  operations  of  the  great  majority  of  friendly  societies  are  confined  to 
the  objects  comprised  within  (a)  and  (6),  namely,  the  provision  of  benefits 
payable  during  sickness  and  allowances  at  the  death  of  a  member  and  his 
wife.  Some  societies  add  the  important  benefit  of  a  deferred  annuity  vest- 
ing at  60  or  65  years  of  age. 

Types  of  Friendly  Society. — The  types  of  organisation  by  which  these 
laudable  objects  are  sought  to  be  attained  are  numerous,  and  some  of  them 
need  but  brief  examination.  The  oldest,  and  necessarily  the  most  imperfect 
form  of  providing  benefits  in  sickness  and  at  death  is  that  of  the  isolated 
town,  village,  or  parish  society.  Several  thousands  of  these  societies  still 
remain  upon  the  Register,  but  many  more  have  succumbed  to  fate  and  their 
own  incurable  defects.  There  are,  in  the  opinion  of  the  Chief  Registrar  of 
Friendly  Societies,  as  many  of  these  clubs  unregistered  as  there  are  registered, 
and  there  is  no  doubt  that  this  estimate  is  sound ;  registration,  although 
essentially  beneficial  to  the  society  and  to  its  members,  is  not  compulsory, 
and  among  the  poorer  classes  these  societies,  which  come  and  go  with  pain- 
ful frequency,  seldom  attain  to  the  dignity  of  registration.  The  better  of 
them  are  established  with  the  intention  to  accumulate  a  fund  against  future 
liabilities,  but  charge  an  uniform  contribution  fixed  arbitrarily  by  the 
members  without  regard  to  ages,  and  without  consideration  of  the  monetary 
value  of  the  benefits  promised.  Good  fortune  may  preserve  them  for  a  time, 
and  it  is  only  fair  to  say  that  many  of  the  rural  societies  have  existed  for 
long  periods  of  years,  but  the  fate  of  the  majority  is  sealed  when  old  age 
begins  to  appear  and  sickness  demands  make  inroads  on  the  modest  fund. 
An  even  less  worthy  type  is  the  dividing  society,  known  in  various  localities 
as  "  Slate  Club,"  "  Sick  and  Annual,"  "  Dividend  Society,"  "  Tontine,"  etc., 
the  principal  feature  of  which  is  the  Christmas  sharing  out  of  the  bulk  of 
the  funds.  In  the  large  towns  these  societies  abound,  and  include  a  large 
proportion  of  the  adult  males  of  the  labouring  classes  (as  distinct  from  the 
artisans  and  skilled  workmen)  in  their  membership.  It  is  almost  needless 
to  say  that  these  dividing  societies  are  fair-weather  institutions.  They 
provide  only  for  the  time  being,  and  in  periods  of  epidemic  or  excessive 
sickness  speedily  disappear.  It  is  understood,  too,  that  the  usual  practice 
of  many  is  to  break  up  periodically  with  the  object  of  getting  rid  of  the 
chronically  sick,  the  aged,  and  the  "  bad  lives." 

Passing  to  the  societies  which  represent  a  serious  attempt  at  insurance, 
the  first  in  order  of  magnitude  are  the — 

Affiliated  orders,  the  principal  of  which  are  the  Independent  Order  of 
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Oddfellows,  Manchester  Unity  (commonly  described  simply  as  the  Man- 
chester Unity)  and  the  Ancient  Order  of  Foresters.  The  basis  of  an  affili- 
ated order  is  the  local  branch  termed  "  Lodge "  by  the  Manchester  Unity 
and  Shepherds,  and  "  Court "  by  the  Foresters,  which  accumulates  its  own 
fund,  and  is  solely  responsible  to  the  member  for  the  benefits  assured  to 
him.  A  number  of  these  branches  are  generally  combined  in  a  "  District," 
and,  as  a  rule,  the  "  District "  is  utilised  for  the  purpose  of  spreading  the 
liability  of  the  "  Lodges "  or  "  Courts "  in  respect  of  death  benefits,  by  a 
species  of  re-assurance.  The  work  of  the  districts  is  generally  carried  on  by 
delegates  appointed  by  the  local  branches,  and  these  delegates,  in  turn,  are 
required  as  a  rule  to  elect  the  representatives  of  the  district  to  the  meeting 
of  the  order,  which  is  the  body  of  highest  authority  in  the  society, 
assembling  annually  (in  most  societies),  in  a  town  previously  chosen,  for 
legislative  purposes,  discussion  of  questions  of  policy,  and  election  of  officers. 
Administrative  matters  are  almost  invariably  dealt  with  by  an  executive 
body  appointed  at  these  meetings.  Whilst  the  friendly  society  system  dates 
back  to  the  middle  of  the  eighteenth  century,  and  examples  may  be  found 
going  back  so  far  as  the  early  years  of  that  century,  the  affiliated  orders  as 
friendly  societies  are  essentially  creations  of  the  Victorian  era.  The  his- 
torically inclined  will  be  interested  by  the  circumstance  that  the  orders  of 
Oddfellows,  of  which  the  Manchester  Unity  is  by  far  the  largest,  have  been 
suggested  as  having  a  common  origin  dating  back  to  1745,  but  so  utterly 
have  the  objects  and  methods  of  the  societies  changed  that  they  are  to  be 
identified  in  nothing  more  than  name  with  the  convivial  and  benevolent 
societies  which,  aided  by  an  elaborate  but  somewhat  purposeless  ritual, 
made  considerable  progress  in  the  first  half  of  the  nineteenth  century. 

The  affiliated  orders  possess  many  advantages  over  the  isolated  societies, 
amongst  which  are  (1)  freedom  of  communication  between  the  branches, 
with  a  resulting  tendency  towards  uniformity  of  method  and  system.  (2) 
Facilities  for  the  dissemination  of  sound  financial  principles,  resulting  in  a 
constant  "  levelling  up,"  the  speed  of  which  is  accelerated  in  the  largest 
orders  by  the  disciplinary  measures  enforced  by  the  executive  bodies  sup- 
ported by  the  educated  opinion  of  the  majority  of  the  members  at  large. 
(3)  Superiority  of  management;  abundant  scope  is  afforded  in  the  ad- 
ministrative work  of  the  largest  orders  for  the  efforts  of  men  of  more  than 
average  ability,  and  the  experience  is  that  such  men  come  forward  in  con- 
siderable numbers — to  the  general  advantage.  (On  this  point  it  should 
perhaps  be  explained  that  the  work  of  the  more  reputable  of  the  orders  has 
been  centred  for  many  years  on  financial  reform;  established  before  the 
need  for  an  equilibrium  between  the  benefits  offered  and  the  contributions 
demanded  was  understood  or  appreciated,  and  before  data  for  their  guidance 
were  available,  the  societies  were  formed  under  conditions  which,  if  main- 
tained, would  have  led  inevitably  to  disaster,  and  which,  indeed,  brought 
some  thousands  of  them  to  ruin.  Fortunately  for  the  orders  the  need  for 
sound  financial  principles  was  grasped  by  the  leaders  of  one  of  them  at  a 
comparatively  early  stage,  and  the  efforts  of  those  directing  this  society 
have  been  concentrated  for  a  long  period  upon  the  work  of  amelioration. 
Other  societies  have  followed  with  greater  or  less  success,  and  it  is  almost 
needless  to  say  that  in  such  circumstances,  with  the  necessity  for  effecting 
considerable  pecuniary  changes  paramount,  but  the  need  for  dealing  equit- 
ably between  member  and  member  scarcely  less  insistent,  there  has  been 
abundant  scope  for  the  efforts  of  men  of  character  and  intelligence.) 

A  further  advantage  which  the  system  of  affiliation  affords  is  that  of  a 
more  effective  machinery  for  the  accomplishment  of  the  end  in  view  than 
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any  local  or  isolated  society  can  command.  For  example,  the  Friendly 
Societies  Act  provides  that  societies  shall  include  in  their  rules  provision 
for  the  settlement  of  disputes,  and  thus  enables  them  to  avoid  the  cost  and 
other  undesirable  incidents  of  litigation ;  the  system  of  the  affiliated  orders 
provides  the  best  means  by  which  the  advantage  of  this  privilege  may  be 
realised,  e.g.  in  the  Manchester  Unity  of  Oddfellows  a  dispute  between  a 
member  (or  a  person  claiming  through  a  member),  is  first  determined  by 
lodge  arbitrators,  or  by  a  summoned  meeting  of  the  lodge ;  secondly,  in  cases 
of  appeal  by  the  district  arbitrators ;  and,  thirdly,  on  final  appeal  by  the 
Board  of  Directors,  the  members  of  which  are  necessarily  free  from  local 
feeling  or  influence. 

Other  examples  of  the  advantages  of  affiliation  are  found  in  the  com- 
bination of  branches  for  the  purpose  of  pooling  small  sums  of  money  for 
joint-investment,  for  which  special  machinery  is  provided,  the  relief  granted 
to  members  when  travelling  in  search  of  employment,  and  the  facilities 
afforded  to  members  who  remove  from  one  town  to  another,  and  who  may 
pay  their  contribution  and  receive  benefits  through  the  nearest  or  any 
convenient  branch  acting  as  the  agent  of  the  branch  of  which  they  are 
members. 

It  is  a  somewhat  curious  circumstance,  that  whilst  the  large  affiliated 
orders  attach  the  greatest  importance  to  financial  soundness,  and  are 
increasingly  inclined  to  the  enforcement  of  reforms,  there  is  no  mutual 
responsibility  in  the  nature  of  a  guarantee  of  the  benefits,  each  branch 
being  responsible  for  the  benefits  of  its  own  members.  The  members  of  a 
branch  which  has  exhausted  its  funds  commonly  become  "District 
Members,"  or  "  Unity  (or  Order)  Members,"  but  have  no  claim  for  benefits 
other  than  those  which  the  "  District "  or  "  Unity "  may  decide  to  grant 
them,  and  such  benefits  therefore  are  in  the  nature  of  relief.  The  Friendly 
Societies  Act  provides  that  every  branch  of  an  affiliated  society  shall  con- 
tribute to  a  central  fund,  and  this  requirement  is  generally  satisfied  by  the 
establishment  of  a  fund,  maintained  by  a  small  capitation,  from  which 
financially  distressed  branches  are  relieved.  Such  relief  is  discretionary, 
and  is  generally  granted  by  the  annual  meeting  on  the  advice  of  the 
executive.  Of  late  years  there  has  been  a  tendency  to  codify  the  conditions 
precedent  to  relief,  and  to  imply  a  promise  of  assistance  if  those  conditions — 
of  which  obedience  to  rules  and  acceptance  of  definite  modifications  of 
contributions  and  benefits  are  the  most  important — have  been  complied 
with. 

The  largest  of  the  affiliated  orders  is  the  Manchester  Unity  of  Oddfellows. 
This  society  consisted  on  31st  December  1902  of  866,127  members  in  nearly 
5000  branches  situate  in  all  parts  of  Great  Britain  and  the  Colonies,  and  in 
portions  of  the  United  States.  The  funds,  as  shown  by  the  returns  for  the 
year  ending  31st  December  1901,  amounted  to  £10,254,202.  In  addition  to 
the  membership  above  named,  and  which,  save  an  insignificant  proportion 
of  females  and  juveniles,  consisted  entirely  of  adult  males,  there  were  con- 
nected with  the  order  in  separately  registered  or  unregistered  "  Juvenile 
Societies"  117,334  youths,  principally  under  18  years  of  age;  these 
juvenile  societies  possessed  funds  amounting  to  £169,828,  an  amount 
which,  it  may  be  remarked  parenthetically,  was  probably  much  in  excess  of 
their  liabilities,  having  regard  to  the  circumstance  that  at  an  age  between 
16  and  21 — generally  18 — the  members,  if  in  good  health,  are  transferred 
to  the  parent  society.  The  Manchester  Unity  is  divided  into  Lodges  and 
Districts,  the  former  being  responsible  to  the  members  for  all  benefits,  and 
actually  providing  the  sickness  benefits,  the  latter  reassuring  the  death 
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benefits  either  by  a  proper  system  of  fixed  contributions  and  accumulated 
funds,  or  by  levy  on  all  the  lodges  in  their  jurisdiction  to  an  extent 
sufficient  to  meet  current  liability.  Where  levies  are  made  for  this  purpose 
the  ages  of  the  members  and  consequent  relative  liability  are  duly  con- 
sidered, the  abolition  of  the  system  of  equal  levy  per  member  without 
regard  to  age,  formerly  in  vogue,  having  been  one  of  the  most  valuable 
reforms  which  this  society  has  effected. 

The  general  meeting  of  the  society  is  termed  the  Annual  Movable 
Committee,  and  is  attended  by  representatives  of  districts.  The  members 
of  the  administrative  body,  or  Board  of  Directors,  are  chosen  without 
limitations  from  amongst  the  members  of  this  assembly.  The  entire 
Board  retires  each  year,  but  the  members  of  it  are  eligible  for  re-election, 
and  the  average  term  of  service  is  comparatively  prolonged.  The  members 
contribute  on  graduated  scales  according  to  age  at  admission  for  such 
benefits  as  are  assured  by  the  particular  branches  into  which  they  have 
been  admitted,  these  varying  in  sickness  between  8s.  and  20s.  per  week. 
Full  sick  pay  generally  runs  for  six  or  twelve  months,  and  is  followed  by  a 
reduced  amount,  frequently  one-half  of  full  pay ;  this,  in  many  branches,  is 
again  reduced  after  a  further  period.  The  rules  of  the  Unity,  commonly 
called  the  "  General  Kules,"  provide  that  sick-pay  is  due  so  long  as  a  member 
is  suffering  from  "  specific  sickness  "  (i.e.  sickness  requiring  medical  attend- 
ance), but  accord  permission  to  lodges  possessed  of  a  sufficient  surplus  on 
valuation  to  allow  benefit  to  members  suffering  from  infirmities  other  than 
specific  sickness ;  lodges  are  not  permitted  to  place  any  limit  to  the  time  for 
which  benefit  is  payable  to  sick  members.  Death  benefits  are  provided 
equal,  usually,  to  twenty  times  the  amount  of  the  weekly  full  sick-pay  (i.e. 
sick-pay  10s.,  death  benefit  £10),  and  an  amount  equal  to  one-half  of  the 
member's  death  benefit  is  payable  on  the  death  of  a  member's  first  wife. 
Carefully  drawn  provisions  regulate,  on  the  one  hand,  the  distribution  of 
surplus,  and  on  the  other  hand  the  redemption  of  deficiencies.  Hazardous 
occupations  are  recognised  by  the  provision  of  increased  contribution  rates 
applicable  to  all  branches  which  show  an  abnormal  sickness  experience  trace- 
able, presumptively,  to  the  extra  risk  of  occupation,  and  the  terms  on  which 
relief  may  be  granted  to  distressed  lodges  by  districts  and  by  the  Unity 
are  explicitly  set  forth  in  the  rules.  Lodges  which  by  stress  of  adverse 
circumstances  have  been  required  to  reduce  benefits  or  increase  con- 
tributions are  expressly  prohibited  from  applying  such  measures  to  incoming 
members  who,  not  being  in  equity  chargeable  with  any  consequences  of 
financial  unsoundness,  are  to  receive  the  full  benefits  which  their  con- 
tributions are  adapted  to  provide.  Some  4000  members  contribute  for 
sick-pay  to  a  certain  age,  generally  65,  followed  by  an  annuity. 

The  terms  on  which  branches  may  secede  from  the  society  are  laid  down 
by  the  rules  as  required  by  the  Friendly  Societies  Act,  and  include 
provisions  by  which  a  seceding  branch  must  provide  for  such  of  its  members 
as  have  not  signified  (in  writing)  their  consent  to  the  secession,  and  must 
make  a  contribution  to  the  resources  of  the  other  lodges  in  the  district  if  it 
is  proportionately  wealthier  than  the  other  branches  taken  as  a  whole. 

The  above  outline  will  serve  to  indicate  the  labour  and  energy  that 
have  been  bestowed  upon  the  transformation  of  this  society  from  a  loose 
collection  of  benevolent  societies  of  good  fellowship,  through  all  the  phases 
of  crude  and  primitive  finance,  into  a  well-ordered  and  reliable  assurance 
institution.  It  need  only  be  said  further  that  the  society  has  four  times, 
and  at  great  cost,  investigated  its  "  experience  "  in  respect  of  sickness  and 
mortality,  and  that  it  has  submitted  the  position  of  every  branch  to  the 


156  FKIENDLY  SOCIETIES 

test  of  actuarial  valuation  at  intervals  of  five  years  since  1870.  The 
summary  of  such  valuations  at  1885  showed  deficiencies  amounting  in  the 
aggregate  to  £1,368,891,  and  surpluses  amounting  to  £604,070,  leaving  a 
net  deficiency  of  £764,821,  equal  to  4*9  per  cent  of  the  value  of  the 
benefits.  At  1890  the  deficiencies  had  decreased  to  £1,333,343,  and  the 
surpluses  had  increased  (despite  large  appropriations  in  the  intervening  five 
years)  to  £702,078,  leaving  a  net  deficiency  of  £631,265,  equal  to  3-6  per 
cent  of  the  liabilities.  At  1895  the  deficiencies  had  further  decreased  to 
£1,307,621,  and  the  surpluses  had  increased  to  £845,217,  the  net  deficiency 
being  thus  diminished  to  £462,404,  or  2*3  per  cent  of  the  liabilities.  The 
difficulty  to  be  contended  agaitidt  has  been  the  great  and  almost  insuperable 
unsoundness  of  the  section  of  branches  which  have  to  meet  mining  and 
other  hazardous  occupation  risks,  but  as  the  affairs  of  every  individual 
branch  which  is  seriously  deficient  have  been  brought  under  examination 
by  the  executive  in  recent  years,  and  many  necessary  reforms  enforced, 
there  is  reason  to  expect  that  the  completion  of  the  1900  valuation  will 
show  that  the  rate  of  progress  has  been  greatly  accelerated. 

The  Ancient  Order  of  Foresters,  the  smaller  of  the  two  great  affiliated 
orders,  consisted  on  31st  December  1902  of  762,986  members,  with  124,486 
members  of  juvenile  societies  in  connection  with  the  order.  The  funds  on 
31st  December  1902  in  actual  possession  of  the  order  amounted  to 
£7,236,467,  and  the  aggregate  sum  of  £200,977  stood  to  the  credit  of  the 
juvenile  societies.  The  branches  of  this  society,  termed  "  Courts,"  are  con- 
stituted similarly  to  the  "  Lodges  "  of  the  Manchester  Unity,  and  like  them 
are  linked  into  Districts.  The  governing  body  is  the  "High  Court 
Meeting,"  consisting  of  delegates  appointed  by  districts  and  courts — 
(therein  differing  from  the  larger  society,  the  "  Districts  "  only  of  which  are 
entitled  to  representation  at  the  central  assembly),  and  the  chief  adminis- 
trative body  is  termed  the  "  Executive  Council."  A  curious  feature  of  the 
constitution  of  this  society  is  that  the  members  of  the  Executive  Council 
are  chosen  each  year  from  amongst  the  members  of  the  branches  in  the 
immediate  neighbourhood  of  the  town  in  which  the  next  annual  meeting 
(or  H.C.M.)  is  to  be  held,  the  whole  of  the  executive  thus  serving  for  one 
year  only.  Strenuous  efforts  have  been  made  in  recent  years  to  alter  this 
system,  which  does  not  appear  calculated  to  achieve  the  best  results  in 
respect  of  the  efficiency  of  the  administrative  body,  but  so  far  without 
success.  The  courts  are  responsible  for  the  benefits  of  the  members,  and 
actually  provide  the  sickness  benefits.  The  death  benefits  are  generally 
reassured  with  the  districts  on  similar  lines  to  those  above  explained, 
like  the  kindred  society  this  order  has  distinguished  itself  by  the  energetic 
efforts  it  has  made  to  place  its  finances  on  a  sound  basis.  The  beginning  of 
the  task  was.  unfortunately  long  delayed,  and  up  to  a  comparatively  late 
period  the  system  of  uniform  contributions  without  regard  to  age  ruled  in 
a  majority  of  the  branches,  although  discountenanced  by.  the  executive. 
The  .valuation  of  1890  showed  that  2925  courts  were  in  deficiency  and  685 
possessed  surpluses,  the  gross  deficiency  being  £2,540,924,  and  the  gross 
surplus  £184,949,  or  a  net  deficiency  of  £2,355,975.  The  returns  issued 
in  1896  showed  that  the  gross  deficiency  had  increased  to  £2,736,581,  and 
the  gross  surplus  to  £311,876,  giving  a  net  deficiency  of  £2,424,705  ;  the 
returns  for  1902  give  a  gross  deficiency  of  £2,208,417,  and  gross  surplus 
£483,655,  leaving  a  net  deficiency  of  £1,724,762,  substantial  progress  being 
thus  indicated.  In  examining  these  comparative  figures  of  the  financial 
standing  of  an  affiliated  order,  it  should  be  borne  in  mind  that  the  extent 
of  the  damage  to  be  made  good  is  indicated  by  the  gross  deficiency,  the 
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lodges  or  courts  in  deficiency  having  no  right  of  recourse  to  the  surpluses 
of  the  stronger  branches. 

As  an  indication  of  the  zeal  which  this  society  is  now  displaying  in  the 
work  of  financial  reform,  it  may  be  mentioned,  on  the  authority  of  a  state- 
ment recently  issued  by  the  "  Executive  Council,"  that  a  sum  exceeding 
£50,000  has  been  granted  from  the  order's  relief  fund  over  a  series  of 
years  to  distressed  members  and  courts,  whilst  within  the  past  twelve  years 
a  further  sum  aggregating  £50,000  has  been  granted,  and  remains  to  be 
paid  by  yearly  instalments. 

The  valuations  of  this  society  are  made  by  valuers  appointed  by  the 
districts  and  courts,  a  system  which  is  unlikely  to  secure  uniformity  of 
method  and  treatment.  On  the  other  hand,  the  valuations  are  based  in 
all  cases  on  the  order's  own  experience  for  the  period  1871-75,  an  analysis 
of  which  was  published  in  1882. 

Of  the  other  affiliated  orders  two  only  appear  to  have  more  than 
100,000  members  in  the  United  Kingdom,  viz.  the  Independent  Order  of 
Eechabites,  Salford  Unity,  a  temperance  order,  the  principal  feature  of 
which  is  insistence  on  the  maintenance  of  the  pledge  of  total  abstinence, 
and  the  Loyal  Order  of  Ancient  Shepherds,  Ashton  Unity.  The  statutory 
returns  for  1901  showed  that  the  first  named  society  contained  177,651  adult 
members,  whilst  the  Shepherds  numbered  124,970  at  31st  December  1902. 
It  is  understood  that  both  these  orders  are  directing  attention  to  financial 
questions,  the  Eechabites  having  indeed  published  an  elaborate  analysis 
of  their  experience,  with  monetary  tables  based  thereon.  The  published 
valuations  of  the  Ashton  Unity  of  Shepherds  show  that  in  1890  there  was  a 
total  deficiency  of  £573,108,  with  assets  equal  to  15s.  Id.  in  the  pound  of  the 
liabilities,  and  in  1895  a  deficiency  of  £516,176,  with  assets  equal  to  16s.  Id. 
in  the  pound.  Improvement  is  thus  indicated,  but  unsoundness  is  deep- 
seated,  and  the  valuers  remark  "  some  districts  and  many  lodges  continue 
to  admit  members  at  very  inadequate  rates  of  contribution.  It  is  certain 
that  over  £20,000  of  the  deficiency  now  exhibited  is  attributable  to  the 
admissions  during  the  five  years  1891-95."  The  report  on  the  valuation  of 
1900  shows  a  continuation  of  improvement,  the  assets  having  been  raised 
to  178.  Id.  in  the  pound  of  the  liabilities. 

The  other  orders  call  for  no  special  mention.  They  are  generally  in- 
ferior imitations  of  the  larger  societies,  and  whilst  many  are  striving  to- 
wards the  attainment  of  comparative  soundness  the  condition  of  the 
majority  is  very  serious. 

The  next  important  group  consists  of  the  Centralised  Societies,  the 
leader  of  which  is  the  Hearts  of  Oak  Benefit  Society,  an  institution 
numbering  something  over  a  quarter  of  million  members,  and  possessed  of 
funds  amounting  to  about  £2,500,000.  This  society  has  no  local  branches,- 
except  in  the  sense  that  the  members  residing  in  certain  localities  have 
formed  themselves  into  associations  for  the  purpose  of  obtaining  medical 
attendance  and  medicine'on  "  club  "  terms.  The  contribution  consists  fn  part 
of  a  premium  of  fixed  amount  to  cover  the  sickness  benefit,  and  in  part  of  a 
variable  levy  to  provide  death,  wives'  lying-in,  and  certain  subsidiary 
benefits.  All  members  are  assured  for  the  same  benefits  and  pay  the  same 
contribution,  a  faulty  arrangement,  the  bad  effects  of  which,  however,  are 
minimised  by  limiting  the  entry  age  to  30  years.  The  society  has 
exercised  considerable  care  in  the  admission  of  members,  an  inferior  wage 
limit  being  formerly  prescribed  and  many  occupations  interdicted.  It  is 
understood  that  these  precautions  have  now  been  somewhat  relaxed. 

All  subscriptions  are  payable  quarterly  to  the  central  office,  and  all 
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sick  and  other  pay  is  remitted  therefrom.  The  difficulty  of  effective  super- 
vision over  sick  members  is  an  important  problem  which,  in  view  of  the 
constitution  of  the  society,  is  constantly  before  its  executive.  The 
executive  is  appointed  by  an  annual  meeting  of  delegates,  for  the  selection 
of  which  the  members  vote  in  defined  districts. 

The  benefits  granted  by  this  society  are  fundamentally  the  same  as 
those  provided  by  the  institutions  previously  described,  but  the  "  full " 
sickness  allowance  is  at  the  unusually  high  rate  of  18s.  per  week.  The 
reduced  sick -pay  at  the  lowest  rate  (4s.  per  week)  represents  a  greater 
liability  than  in  the  case  of  the  affiliated  orders,  since  it  is  paid  in  certain 
cases  of  partial  incapacity.  It  is  believed  that  rather  considerable  restric- 
tions have  had  to  be  placed  on  this  particular  liability  during  recent  years, 
the  experience  of  the  society  showing,  what  indeed  is  evident  on  reflection, 
that  the  moral  qualities  of  the  individual  have  dangerously  free  play  when 
a  friendly  society  attempts  to  go  beyond  the  obligation  to  afford  a  measure 
of  support  to  a  member  when  totally  disabled. 

This  society  has  long  availed  itself  of  the  best  actuarial  advice,  and 
having  effected  certain  reforms  soon  after  the  passing  of  the  Friendly 
Societies  Act  of  1875,  has  subsequently  shown  a  small  surplus  of  assets  over 
liabilities  on  valuation. 

The  Rational  Association  is  a  large  society  of  this  class,  but  possessing 
certain  features  resembling  the  affiliated  orders.  The  number  of  members 
at  31st  December  1902  was  115,494,  and  the  funds  £453,324.  The  funds 
are  centred  in  the  trustees  of  the  society  and  administered  by  an  executive 
body.  The  members,  however,  are  grouped  in  "  branches,"  and  although  the 
receipts  are  remitted  to  and  benefits  drawn  from  the  central  office  (situated 
in  Manchester),  the  important  duty  of  supervising  the  sick  members 
devolves  upon  the  officials  of  these  branches.  As  might  be  expected,  the 
sense  of  responsibility  in  these  officials  is  less  strong  than  in  those  of  the 
branches  of  the  affiliated  orders  who  are  disbursing  money  in  which  their 
interest  is  local  and  immediate ;  as  a  consequence  sickness  claims  are  heavy. 

The  published  reports  of  the  society  show  that  this  weakness  is  well 
understood  by  the  executive,  but  it  is  not  easy  to  find  a  remedy.  The 
valuations  of  the  society  show  a  somewhat  serious  deficiency,  and  measures 
of  reform  are  certainly  required. 

There  are  other  centralised  societies,  chiefly  to  be  found  in  London  and 
Birmingham,  but  these  do  not  call  for  special  examination.  The  type  is 
generally  that  of  the  Hearts  of  Oak,  and  in  nearly  all  cases  the  benefits 
promised  are  larger  than  the  general  average  of  the  societies  of  the  other 
classes  herein  described.  The  valuations  show  as  a  rule  that  sickness 
claims  are  heavy,  and  that  there  are  somewhat  serious  deficiencies  still  to  be 
overcome. 

A  variation  of  the  centralised  type  is  to  be  found  in  the  "County" 
societies,  differing  from  the  institutions  previously  described  in  that  they 
were  not  established  by  the  members,  but  for  the  members,  in  other  words 
they  are  the  result  of  efforts  made  by  the  clergy  and  gentry  (observing  the 
insecurity  of  the  old  village  societies),  to  establish  institutions,  based  upon 
sound  principles  and  managed  on  businesslike  methods,  for  the  savings  of 
the  labouring  classes. 

These  societies  were  formerly  managed  wholly  by  the  honorary  members, 
but  of  late  years  the  benefit  members  have  been  admitted  to  a  share,  in 
some  cases  a  predominating  one,  in  the  administration.  The  societies  are 
generally  established  in  particular  counties  or  divisions  of  counties,  and  as 
a  rule  each  parish  is  represented  by  a  "  steward,"  or  other  honorary  official, 
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who  undertakes  the  receipt  of  contributions  and  payment  of  benefits.  The 
tables  of  benefits  are  usually  elaborate,  including,  in  addition  to  sickness 
and  death  allowances,  endowments  and  deferred  annuities  vesting  at  various 
ages.  The  rates  have  almost  invariably  been  prepared  by  eminent 
actuaries,  and  great  importance  has  always  been  attached  to  quinquennial 
valuations.  These  societies  have  made  less  progress  than  their  merits 
would  entitle  them  to,  possibly  because,  in  the  words  of  Mr.  Brabrook,  the 
present  Registrar,  the  people  "  have  the  pardonable  weakness  of  preferring 
to  do  things  in  their  own  way  to  having  things  done  for  them  by  other 
people  even  in  a  better  way." x  The  principal  of  these  societies  appears  to 
be  the  Hampshire  Friendly  Society,  an  excellent  organisation,  which  in  its 
assurance  branch  numbers  about  9000  members  with  funds  exceeding 
£160,000.  This  society,  like  others,  has  experienced  the  difficulty  of  super- 
vising sickness  claims,  especially  in  protracted  cases,  and  the  actual  sick- 
ness has  constantly  exceeded  the  expectation.  Measures  have  been  taken 
to  meet  this  experience  in  recent  years,  the  benefit  being  specially 
diminished  in  permanent  cases,  and  the  supervision  strengthened  with  the 
object  of  insuring  that  benefit  is  only  paid  to  members  who  are  positively 
incapacitated.  These  measures  seem  to  be  producing  considerable  effect 
in  the  direction  desired.  Another  of  the  county  societies  may  be  specially 
mentioned  by  reason  of  its  distinctive  feature,  the  assurance  of  annuities  in 
lieu  of  sick -pay  to  all  members  on  attaining  the  age  of  65.  This 
society,  the  Stoke  and  Melford  Union  Association,  is  composed  in  great 
measure  of  the  labouring  class  in  a  particular  area  of  the  county  of 
Suffolk,  and  it  is  a  somewhat  striking  circumstance  that  some  2000  persons 
of  this  class  can  have  been  induced  to  subscribe  for  the  costly  form  of 
benefit  named.  Longevity  has  added  considerably  to  the  original  estimate 
of  liability  in  these  societies  which  are  nearly  all  situate  in  the  rural  dis- 
tricts, but  on  the  other  hand  great  advantages  have  been  derived  from  the 
investment  of  the  funds  with  the  National  Debt  Commissioners  on  the 
preferential  terms  formerly  conceded  and  still  continued  under  certain 
conditions  to  friendly  societies  (see  reference  to  Friendly  Society  Acts). 
The  patronised  societies  chiefly  have  taken  advantage  of  this  concession, 
and  as  the  funds  of  some  were  largely  recruited  by  benefactions  prior  to 
1850,  the  compound  interest  received  from  the  Commissioners  at  the  rate 
of  3d.  per  centum  per  diem,  equal  to  4£  per  cent  per  annum,  on  these 
accumulations,  and  continued  during  the  lifetime  of  the  members  admitted 
before  15th  August  1850,  has  added  very  materially  to  their  resources. 

The  next  important  group  consists  of  the  societies  established  in  con- 
nection with  certain  occupations,  the  principal  being  the  Railway  Provident 
Societies  and  the  Miners'  Permanent  Relief  Funds.  The  railway  societies 
are  usually  connected  with  particular  companies,.and  the  miners'  funds  with 
particular  coalfields.  The  railway  societies  are  of  two  kinds,  the  one  con- 
sisting of  the  workmen  and  labourers,  and  the  other  of  the  officials  and 
clerka  The  societies  of  the  first  type  usually  provide  all  the  benefits  of  a 
well-ordered  friendly  society,  including  medical  attendance,  allowances  in 
sickness  and  incapacity  from  accident  (the  latter  as  a  rule  supplementary  to 
the  statutory  relief  derived  under  the  Workmen's  Compensation  Act),  super- 
annuation benefits,  and  payments  at  the  death  of  the  members  and  their 
wives.  The  superannuation  benefit  is  usually  claimable  only  on  retirement 
from  the  service  after  a  stipulated  age,  the  sickness  benefit  being  assured 
up  to  the  time  of  retirement.     In  so  far  as  the  age  of  retirement  varies  the 
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superannuation  benefit  differs  from  the  "deferred  annuity"  of  ordinary 
assurance,  and  is  a  somewhat  difficult  liability  to  measure.  There  is  no 
doubt,  however,  that  the  elastic  form  of  benefit  is  the  better  adapted  to  the 
needs  of  the  members.  In  the  case  of  some  companies  the  superannuation 
benefit  is  a  variable  amount  dependent  on  the  length  of  service,  and  special 
provisions  are  made  for  cases  of  premature  breakdown  and  consequent 
enforced  retirement ;  in  other  societies  the  superannuation  benefit,  like  the 
sick-pay,  is  a  fixed  weekly  amount.  The  contributions  of  the  members  are 
usually  payable  weekly  or  fortnightly  by  deduction,  with  the  consent  of 
those  concerned,  from  wages.  In  some  societies  the  contributions  are 
moderately  graduated  by  ages  at  admission,  but  this  feature  is  not  now  of 
great  importance  financially,  a  large  majority  of  the  members  being 
admitted  at  ages  under  25.  The  contributions  of  the  members  are 
not  usually  adequate  to  provide  the  benefits  granted,  and  are  supplemented 
by  substantial  grants  from  the  companies.  These  grants  were  formerly 
fixed  amounts  regardless  of  the  numbers  of  members,  but  as  the  member- 
ship increased  the  effectiveness  of  the  grants  proportionately  diminished, 
and  the  subsidies  in  most  cases  now  take  the  shape  of  a  capitation  allow- 
ance. As  an  example  of  the  aid  thus  rendered  the  Midland  Eailway 
Friendly  Society  may  be  cited.  This  society  consists  of  some  33,000 
members,  and  the  subscription  of  the  members  in  the  year  1900  amounted 
to  £53,331,  whilst  the  company  contributed  £16,384  Frequently  also  the 
company  provides  facilities  for  management  which  considerably  lessen  the 
cost  of  administration,  and  in  some  cases  the  companies  undertake  the 
charge  of  the  funds  and  allow  a  substantial  rate  of  interest,  e.g.  the  Great 
Eastern  Eailway  Provident  Society,  which  is  credited  with  4  per  cent  per 
annum  on  all  funds  deposited  with  the  company. 

The  financial  position  of  these  societies  is  not  altogether  satisfactory 
from  the  actuarial  point  of  view,  a  difficulty  which  results  in  great 
measure  from  the  prevailing  high  rates  of  sickness  claim,  but  the 
advantages  accruing  to  the  companies  from  the  existence  of  such  societies 
are  obvious,  and  it  may  be  taken  for  granted  that  the  employers  would  go 
to  considerable  lengths  to  preserve  them.  The  circumstance  that  member- 
ship is  virtually  compulsory  undoubtedly  tends  to  uphold  the  societies.  It 
is  sometimes  urged  against  societies  connected  with  particular  employments 
that  they  restrict  the  freedom  of  the  workman,  and  diminish  his 
opportunities  of  carrying  his  labour  to  the  best  market.  To  meet  this 
objection  the  railway  societies  have  provided  for  the  payment  of  retiring 
allowances,  which  are  generally  a  proportion  of  the  contributions  paid  by 
the  retiring  members  less  (in  some  cases)  a  deduction  for  any  benefits 
received  by  them.  These  allowances  are  not  as  a  rule  commensurate  with 
the  members'  interests  in  the  society,  and  to  that  extent  are  inequitable. 
Certain  societies,  however,  give  the  option  of  continuance  of  membership 
with  an  adjustment  of  benefits  or  contributions  making  good  the  loss 
of  the  employers'  subsidy,  which  naturally  terminates  on  retiry  from  the 
service. 

The  other  type  of  railway  society  is  the  Superannuation  Fund,  member- 
ship of  which  is  usually  confined  to  the  official  staff  and  clerks.  These 
funds  differ  in  constitution  from  the  associated  Provident  or  Friendly 
Society,  in  that  they  are  not  controlled  by  the  Friendly  Societies  Act,  being 
governed  by  the  special  Acts  of  the  companies  to  which  they  are  attached, 
or  by  private  Acts  obtained  for  the  pjirpose  (e.g.,  the  Eailway  Clearing  House 
Superannuation  Fund,  the  membership  of  which  consists  of  the  staff  of  the 
clearing  house  and  of  various  small  or  local  railway  companies).     The 
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contributions  to  these  funds  invariably  take  the  shape  of  a  percentage  of 
the  salary  of  the  contributor,  2£  per  cent  being  a  very  common  rate.  This 
is  supplemented  in  some  cases  by  an  equal  payment  by  the  employing 
company,  which  further,  as  a  rule,  guarantees  interest  at  4  per  cent  per 
annum  on  the  investments.  Some  companies,  in  lieu  of  supplementing  the 
payments  of  the  contributors,  have  undertaken  the  obligation  of  guarantee- 
ing the  pensions,  and  to  this  end  have  bound  themselves  by  provisions  in 
their  special  Acts  of  Parliament.  It  may  be  remarked  in  passing,  that 
whilst  affording  present  relief  to  them,  this  form  of  liability  is  calculated 
to  prove  ultimately  very  burdensome  to  the  proprietors.  The  superannua- 
tion allowances  are  of  variable  amount,  and  are  regulated  on  the  dual  basis 
of  length  of  service  and  "  salary,"  the  last  being  in  some  cases  the  average 
emolument  received  in  a  short  period  immediately  before  retirement,  and  in 
others  the  average  salary  received  during  the  whole  length  of  service.  The 
latter  is  much  the  more  equitable,  the  alternative  system  sometimes 
yielding  to  the  limited  number  of  front-rank  officials  a  disproportionately 
large  return  for  their  payments  to  the  fund.  Provisions  are  generally 
to  be  found  for  dealing  with  cases  of  physical  breakdown  before  the  ordinary 
age  of  retirement  is  reached.  All  the  funds  provide  for  the  return  of  the 
contributors'  payments  in  the  event  of  death  before  retirement,  some 
allowing  in  addition  the  payments  made  by  the  company  on  behalf  of  the 
deceased  contributors,  and  several  adding  interest  for  the  period  over  which 
the  contributions  have  been  accumulating ;  frequently,  too,  a  payment  is 
made  at  the  death  of  a  superannuated  member  if  he  has  not  survived 
retirement  a  sufficient  length  of  time  to  receive  the  equivalent  of  the 
payments  contributed  by  him  or  on  his  behalf.  Some  of  these  funds  are 
very  large,  and  it  is  difficult  to  impress  upon  the  contributors  the  in- 
disputable fact  that  they  do  not  accumulate  faster  than  their  liabilities. 

The  Miners'  Permanent  Belief  Funds  above  referred  to  form  another 
distinct  group  of  societies  connected  with  occupations.  These  funds  provide, 
as  a  rule,  for  fatal  and  non-fatal  accidents,  granting  annuities  to  widows  and 
allowances  to  orphans  in  respect  of  fatal  cases,  and  temporary  and  per- 
manent allowances  to  members  in  cases  of  disablement.  In  regard  to  the 
cost  of  the  latter  it  is  stated  that  the  efficiency  of  the  supervision  of 
the  claims  is  the  predominant  factor.  Fatal  accidents  have  become  much 
less  numerous  in  recent  years,  but  non-fatal  accidents  have  tended  to 
increase.  As  might  be  expected,  the  risk  varies  widely  over  the  different 
coal-fields,  but  it  is  a  singular  and  significant  circumstance,  that  the  higher 
rates  of  claim  have  been  associated  with  the  more  liberal  amounts  of 
benefit,  and  that  reductions  in  the  allowances  have  been  followed  by 
reductions  in  the  rates  of  claim.  This,  it  may  be  remarked,  is  a  very 
usual  feature  in  the  experience  of  ordinary  friendly  societies,  resort  having 
to  be  had  occasionally  to  the  expedient  of  diminishing  the  sickness 
benefits  in  order  to  bring  down  an  abnormal  rate  of  claim. 

The  greater  number  of  the  miners'  permanent  relief  societies  have  been 
reconstructed  since  the  Workmen's  Compensation  Act  became  law  in  order 
to  take  advantage  of  the  contracting-out  clauses  of  that  Act.  These 
provide  that  a  scheme  of  mutual  assurance  may  be  certified  by  the 
Begistrar  of  Friendly  Societies  to  substitute  for  the  allowances  payable 
under  the  Act  such  other  benefits,  not  necessarily  arising  solely  out  of  the 
contingency  of  accident  of  occupation,  as  the  employer  and  the  employed 
may  agree  upon.  Such  benefits  are  not  to  be  less  than  those  to  which  the 
workman  would  be  entitled  under  the  Act,  and  the  contribution  of  the 
employer  must  not  be  less  than  the  estimated  amount  of  his  liability  under 
vol.  in  11 
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the  Act.  Speaking  generally,  the  effect  of  these  schemes  is  to  make 
provision  for  the  first  two  weeks  of  incapacity,  as  to  which  the  Act  places 
no  liability  on  the  employer,  and  in  some  cases  to  substitute  for  the  lump 
sums  payable  in  cases  of  fatal  accident  annuity  benefits  to  widows  and 
other  dependants. 

Another  type  of  society  drawing  its  members  from  persons  engaged  in 
a  particular  occupation  is  the  Clerks'  Association,  several  of  which  have 
been  established  in  the  greater  cities  of  the  kingdom  during  the  last 
thirty  years.  These  associations  differ  from  the  ordinary  friendly  society 
principally  in  two  features ;  they  are  registered  not  as  "  Friendly  Societies  " 
enjoying  the  privileges  conferred  by  the  Friendly  Societies'  Act,  but  under 
the  same  Act  and  subject  to  its  requirements  as  specially  authorised  societies, 
and  they  provide,  in  addition  to  benefits  in  sickness  and  at  death, 
allowances  of  fixed  amount  to  members  when  out  of  employment. 

The  largest  society  of  this  class,  the  Provident  Association  of  Ware- 
housemen, Travellers,  and  Clerks,  was  established  in  London  about  1870, 
and  draws  its  members  largely  from  the  wholesale  drapery  and  allied  trades 
and  from  the  large  "  stores."  The  number  of  members  is  over  7000,  and 
the  funds  approximate  to  £60,000.  In  this  and  the  other  of  the  older 
societies  of  the  type  the  benefits  are  on  an  uniform  system,  and  vary  only 
in  respect  of  amount,  as  to  which  the  choice  of  three  scales  is  allowed. 
The  newer  societies  have  allowed  their  members  the  luxury  of  a  great 
variety  of  choice  as  to  the  benefits  subscribed  for,  sickness  and  non- 
employment  being  assured  against  independently  or  in  conjunction,  a 
variation  of  the  second  of  these  benefits  being  sometimes  found  in  a 
provision  for  weekly  allowances  after  the  first  month  or  eight  weeks  of 
non-employment.  As  all  these  associations,  saving,  perhaps,  the  oldest,  are 
still  in  the  experimental  stage,  the  options  here  described  are  not  altogether 
judicious.  The  premiums  for  the  several  classes  of  risk  are  purely  em- 
pirical, and  as  the  members  are  presumably  well  able  to  detect  the  greatest 
risk  to  which  individually  they  are  subject,  and  to  assure  against  that 
particular  risk  to  the  exclusion  of  others  more  remote,  it  is  to  be  feared 
that  some  of  the  terms  fixed  may  not  prove  adequate.  The  senior  associa- 
tion owes  much  of  its  prosperity  to  the  simplicity  of  its  plan.  Its  affairs 
have  twice  been  subjected  to  actuarial  valuation  based  upon  its  own 
recorded  experience,  and  considerable  surpluses  have  been  declared  and 
have  been  added  to  the  benevolent  and  annuity  funds,  which  represent  a 
large  proportion  of  its  accumulated  capital.  There  are  at  present  few  old 
members  in  any  of  these  societies,  and  surplus  funds  such  as  those  here 
named  have  been  little  resorted  to  up  to  the  present,  but  having  regard 
to  recent  extensions  in  membership  amongst  the  lower  ranks  of  the  class 
from  which  their  support  is  drawn,  it  is  probable  that  such  benevolent  or 
"  annuity  "  funds  as  the  associations  may  be  able  to  accumulate  will  afford 
most  valuable  aid  in  their  future  responsibilities. 

The  remaining  important  group  is  that  of  the  Collecting  Societies,  which 
were  formerly  under  the  jurisdiction  of  the  Friendly  Societies  Act  solely, 
but  which  are  now  (as  regards  those  of  the  group  which  employ  collectors 
to  receive  contributions  at  a  greater  distance  than  ten  miles  from  the 
central  office)  controlled  in  part  by  the  Friendly  Societies  Act  1896, 
and  in  part  by  the  Collecting  Societies  Act  of  the  same  year.  The 
principal  object  of  these  societies  is  to  insure  benefits  at  death,  primarily 
for  defraying  burial  expenses,  but  the  business  of  the  societies  has  carried 
them,  in  the  case  of  many  thousands  of  policies,  far  beyond  this  modest 
purpose,  and  they  are,  to  all  intents  and  purposes,  assurance  societies 
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limited  only  by  the  provision  of  the  Friendly  Societies  Act,  which  forbids 
the  payment  of  more  than  £200  on  one  assurance  on  an  adult  life  either 
by  one  society  or  by  a  combination  of  societies.  The  bulk  of  the  business 
is  done  on  weekly  tables,  the  premiums  usually  ranging  from  one  halfpenny 
to  a  shilling.  A  large  proportion  of  the  assurances  current  are  on  the  lives 
of  children,  the  premiums  on  these  policies  being  usually  one  penny  per 
week.  Children  of  members  are  assured  from  birth,  and  all  children 
without  restriction  are  assured  as  individual  members  from  one  year  of  age 
upwards,  as  permitted  by  the  Friendly  Societies  Act.  The  sums  assured 
on  the  lives  of  children  vary  from  about  £1  to  £10  according  to  age  and 
duration  of  membership,  the  maximum  amount  allowed  by  the  Act  to  be 
paid  by  one  or  more  societies  (in  conjunction)  being  £6  under  five  years  of 
age  and  £10  under  ten  years.  A  feature  of  the  tables  of  rates  which 
distinguishes  these  societies  (in  common  with  industrial  assurance  com- 
panies) from  the  generality  of  assurance  undertakings  is  that  the  sums 
assured  are  variable  according  to  age,  the  premiums  being  uniform.  A 
sum  of  one  penny  per  week  usually  assures  about  £10  at  ten  years  of 
age,  and  the  amount  gradually  diminishes  with  increase  of  age  until  it 
falls  to  something  less  than  a  sovereign  at  eighty  years.  In  addition  to 
these  weekly  assurances  some  societies  do  a  considerable  business  on 
monthly  premium  tables,  both  in  whole  life  and  endowment  assurances, 
and  certain  of  them  collect  large  amounts  in  premiums  on  endowments 
maturing  in  the  case  of  children  at  fourteen  years  of  age,  and  in  the  case  of 
adults  after  specified  terms  of  years,  at  the  option  of  the  assured;  the 
premiums  on  these  policies,  less  a  email  allowance  for  management,  are 
returnable,  as  a  rule,  in  the  event  of  death  before  the  maturity  of  the 
endowment. 

The  premiums  are  collected  from  the  members,  the  agents  or  collectors 
being  remunerated  by  a  commission  of  20  to  25  per  cent  of  the  amount 
brought  in  on  weekly  (burial)  policies,  and  rather  less  on  monthly  policies, 
and  in  most  cases  by  the  first  eight,  ten,  or  twelve  weeks'  premiums  collected 
on  new  insurances.  The  collectors  in  many  societies  have  a  vested  interest 
in  their  "  books,"  which  represent,  in  effect,  the  goodwill  of  the  business ; 
and  these  books  in  some  towns  command  a  ready  sale  at  high  prices.  The 
rules  of  the  societies  always  place  a  limit  on  the  amount  allowed  for  ex- 
penses, this  being  between  35  and  45  per  cent  of  the  premiums  on  policies 
of  more  than  twelve  months'  standing,  and  frequently  75  per  cent  on 
business  of  less  than  one  year's  duration.  The  latter  rate  is  high,  but  it 
does  not  compare  unfavourably  with  the  expenditure  of  many  ordinary 
assurance  companies  on  new  business,  and  it  is  not  greater  than  the  actual 
cost  experienced  in  placing  new  policies  on  the  books.  The  amounts 
assured  are  calculated,  of  course,  with  due  reference  to  the  rates  of  expendi- 
ture. The  principal  societies  engaged  in  this  class  of  business  are  the 
Eoyal  liver  Friendly  Society,  the  premium  income  of  which  in  1902  was 
£617,270,  and  the  accumulated  funds  £2,065,523 ;  the  Liverpool  Victoria 
Legal  Friendly  Society,  premium  income  about  £800,000,  and  funds  nearly 
£2,000,0000;  the  Royal  London  Friendly  Society,  premium  income  £663,362, 
and  funds  £1,103,683 ;  and  the  Scottish  Legal  Friendly  Society,  premium 
income  £219,978,  and  funds  £578,276.  These  figures  will  serve  to  illustrate 
the  magnitude  of  the  operations  of  the  business.  The  management  is 
vested  in  a  Committee  of  Management,  the  members  of  which  are  appointed 
by  the  annual  meeting  of  members.  The  control  of  the  members,  as  a 
rule,  is  slight,  the  annual  meetings  being  held  in  the  town  in  which  the 
registered  office  is  situate,  and  thus  being  inaccessible  to  the  great  majority 
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of  the  assured.  In  two  cases,  however,  the  Royal  liver  and  the  Scottish 
Legal,  the  annual  meeting  is  composed  of  delegates  representing  the  mem- 
bers, who  for  the  purpose  of  appointing  their  representatives  are  grouped 
in  electoral  areas,  and  may  if  they  choose  thus  exercise  a  considerable 
share  in  the  administration  of  affairs.  In  each  of  these  cases  the  annual 
meeting  of  delegates  is  held  in  such  town  as  the  meetings  of  the  previous 
year  have  selected. 

With  some  insignificant  exceptions  these  societies  are  financially  sound, 
and  the  quinquennial  application  of  surpluses  to  the  grant  of  free  policies 
to  members  of  long  standing  and  to  other  useful  purposes  is  a  satisfactory 
feature  of  their  operations.  The  valuations  in  some  cases  are  based  upon 
the  society's  own  experience,  and  interest  is  taken  as  a  rule  at  3  per  cent. 
Many  of  the  investments  of  the  funds  are  in  the  form  of  loans  to  small 
municipal  and  other  local  authorities,  and  yield  a  fair  margin  over  the 
valuation  rate ;  to  this  source  a  considerable  amount  of  the  profit  realised 
is  to  be  ascribed.  Substantial  profit  also  accrues  from  the  assurances  on 
young  lives,  but  this  is  offset  in  great  measure  by  the  effect  of  the  heavy 
death  rates  prevalent  amongst  persons  of  40  years  of  age  and  upwards  in 
the  northern  manufacturing  towns  in  which  much  of  the  business  is  done. 
Lapses  are  usually  supposed  to  be  productive  of  great  profit,  but  the  gain 
from  this  source  is  probably  much  exaggerated.  The  analysed  experience 
of  two  of  the  largest  societies  shows  that  the  rate  of  lapse  rapidly  diminishes 
as  the  duration  of  membership  increases,  and  after  a  policy  has  been  in 
existence  for  fifteen  or  twenty  years  the  probability  of  withdrawal  is  very 
small.  Most  of  the  societies,  too,  now  grant  free  paid  up  policies  for  equit- 
able amounts  to  members  of  considerable  standing  who  desire  to  discontinue 
payments,  and  there  is  a  tendency  towards  a  constant  extension  of  this 
privilege.  Special  features  in  the  law  affecting  these  societies  are  described  in 
the  reference  to  the  Friendly  Societies  Act  and  the  Collecting  Societies  Act. 

An  interesting  group  is  to  be  found  in  the  Local  Burial  Societies  employ- 
ing collectors,  but  confining  their  operations  to  a  narrow  area  radiating 
from  the  registered  office.  The  largest  of  these  societies  is  the  Blackburn 
Philanthropic  Burial  Society,  with  a  membership  of  nearly  250,000,  and 
funds  amounting  to  £302,402.  Others  of  considerable  size  are  the  Preston 
Shelley  Assurance  Society,  with  over  65,000  members  and  funds  of 
£89,280;  the  Salford  Funeral  Friendly  Society,  members  41,000,  funds 
£35,715 ;  the  Tunstall  Benevolent  Burial  Society,  members  over  30,000, 
funds  about  £40,000 ;  the  Burslem,  about  50,000  members,  funds  about 
£120,000 ;  the  Aberdeen  and  Northern  Friendly  Society,  members  about 
45,000,  funds  about  £65,000 ;  the  Blackburn  Mutual  Philanthropic 
Assurance  Society,  members  18,928,  funds  £31,500 ;  the  Leek  Benevolent 
Burial  Society  members,  13,566,  funds  £18,189;  and  there  are  others  of 
the  class  in  Manchester,  Hyde,  Macclesfield,  Chorley,  Preston,  Wigan,  and 
other  towns  in  the  textile  area.  The  management  expenses,  including  the 
costs  of  collection,  are  usually  smaller  proportionately  in  these  societies 
than  in  the  non-local  collecting  societies,  and  in  some  cases  the  benefits  are 
correspondingly  larger.  The  majority  are  carefully  managed,  and  enjoy 
considerable  popularity  amongst  the  inhabitants  of  the  towns  in  which  they 
are  established. 

Deposit  Societies. — These  societies,  the  largest  of  which  is  the  National 
Deposit  Friendly  Society,  with  a  membership  of  about  70,000,  have 
made  some  progress  in  recent  years.  They  combine  the  friendly  society 
system  with  that  of  the  savings  banks,  the  contribution  of  each  member 
being  divided  between  the  assurance  fund  and  an  individual  deposit  account, 
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and  the  sick-pay  drawn  being  taken  partly  from  each  account.  The  defect 
of  these  societies  from  the  insurance  point  of  view  is  that  the  benefit  ceases 
soon  after  the  member's  own  "  deposit "  becomes  exhausted,  and  the  society 
thus  fails  the  member  who  needs  its  assistance  the  most.  Members  who  do 
not  draw  upon  their  deposits  to  any  great  extent  are  offered  the  prospect  of 
purchasing  annuities  with  them  in  old  age,  but  as  there  are  at  present  few 
members  of  advanced  age,  it  has  yet  to  be  proved  what  value  this  provision 
will  have.  As  deposits  may  be  withdrawn,  subject  to  certain  deductions, 
at  any  time,  it  is  probable  that  lapses  will  be  numerous. 

Friendly  Societies  Acts. — Acts  of  Parliament  for  the  encouragement  and 
regulation  of  friendly  societies  were  passed  in  1793,  1819,  1834,  1846, 
1850,  1855,  1875,  1887,  1893,  and  1895  (the  last  three  being  amending 
Acts  only),  but  as  nearly  everything  that  is  permanently  valuable  in  these 
Acts — all  of  which  have  been  repealed — is  embodied  in  the  Act  of  1896, 
their  provisions  need  not  be  separately  examined.  It  should  be  mentioned 
that  the  Act  of  1875,  which  is  the  basis  of  the  present  law,  was  the  outcome 
of  a  Royal  Commission  which  reported  in  1874,  and  many  of  whose  recom- 
mendations were  adopted.  The  present  statute  law  is  contained  in  the 
Friendly  Societies  Act  1896,  and  the  Collecting  Societies  and  Industrial 
Assurance  Companies  Act  1896,  the  former  containing  such  provisions 
as  are  common  to  the  regulation  of  both  ordinary  friendly  societies  and 
collecting  societies,  and  the  latter  such  as  affect  the  working  of  collecting 
societies  (with  the  cognate  class  of  industrial  assurance  offices)  only.  The 
Friendly  Societies  Act  1896  provides  for  the  continuance  of  a  Registry 
Office  with  Assistant  Registrars  for  Scotland  and  Ireland,  and  defines  the 
duties  of  the  office.  These  include  the  preparation  of  model  forms  of 
accounts,  balance-sheets,  and  valuations,  the  collection  of  statistics  appli- 
cable to  the  work  of  friendly  societies,  and  the  construction  and  publication 
of  tables  for  benefits  payable  at  death  in  sickness  or  old  age,  or  other  cal- 
culable contingencies  coming  within  the  scope  of  the  Act,  providing  never- 
theless that  the  adoption  of  any  such  tables  by  a  society  shall  be  optional. 
(It  may  be  said  that  whilst  model  rules  are  freely  circulated,  and  tables  of 
sickness  and  mortality  with  monetary  tables  suitable  for  valuation  have 
been  prepared  and  published,  the  Registry  Office  does  not  avail  itself  of  the 
authority  apparently  given  by  the  Act  to  publish  rates  of  contribution  or 
premiums.  This  is  a  judicious  omission,  for  any  such  tables  published  on 
the  authority  of  the  Registry  Office  would  command  a  greater  degree  of  con- 
fidence than  the  circumstances  of  the  individual  societies  using  them  could 
warrant,  and  might  indeed  be  held  by  some  to  imply  a  measure  of  Govern- 
ment guarantee.  The  experiences  of  friendly  societies  vary  so  greatly  under 
the  influence  of  occupation  risks  and  the  effectiveness  of  the  supervision 
exercised,  that  no  tables  of  rates,  however  wide  their  basis,  could  be  uni- 
versally applicable.  Some  facts  illustrative  of  this  are  given  under  the 
heading  Finance). 

The  Act  defines  the  societies  which  may  be  registered,  including,  with 
those  of  which  the  objects  are  defined  in  the  commencement  of  this  article, 
cattle  insurance  societies,  benevolent  societies,  working  men's  clubs,  and 
"  specially  authorised  "  societies.  Dividing  societies  are  also  specially  men- 
tioned as  entitled  to  the  privilege  of  registration. 

There  is  no  provision  in  the  Act  for  the  enforcement  of  registration,  an 
omission  which  is  to  be  regretted.  Whilst  the  liberty  of  the  societies  to 
conduct  their  business  in  their  own  way  may  be  freely  conceded,  some  means 
should  be  available  for  insuring  that  due  publicity  is  given  to  their  opera- 
tions and  to  their  financial  standing.     The  competition  for  "  new  blood  "  is 
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as  keen  amongst  friendly  societies  as  amongst  insurance  companies  and 
other  financial  organisations,  and  though  registration  does  not  afford 
security  against  mismanagement  or  the  promise  of  excessive  benefits  for 
the  contributions  required,  it  provides  the  means  whereby  the  intending 
member  may,  if  he  choose,  acquaint  himself  with  all  that  he  ought  to  know 
respecting  the  position  of  the  institution  he  proposes  to  join.  On  this 
ground  it  is  considered  by  many  that  registration  should  be  compulsory. 

A  friendly  society  may  be  registered  providing  that  it  consist  of  seven 
members  at  least,and  adopt  rules  containing  certain  provisions  which  from  the 
first  schedule  of  the  Friendly  Societies  Act  may  be  summarised  as  follows : — 
1.  The  name  of  the  society :  this  must  not  be  identical  with  the  name  under 
which  an  existing  society  is  registered,  or  so  nearly  resemble  any  such  name 
as  to  deceive,  or  be  likely  to  deceive  the  members  or  the  public  as  to  the 
nature  or  identity  of  the  society.  2.  The  place  of  office.  3.  The  whole  of 
the  objects  for  which  the  society  is  to  be  established.  These  must  be  chosen 
from  amongst  the  objects  specified  in  the  Act.  4.  The  purposes  for  which 
the  funds  shall  be  applicable.  5.  The  terms  of  admission  of  members.  6. 
The  conditions  under  which  any  member  may  become  entitled  to  any 
benefit  assured.  7.  The  fines  and  forfeitures  to  be  imposed  on  any  member. 
8.  The  consequences  of  non-payment  of  any  subscription  or  fine.  It  is 
expressly  provided  that  unpaid  subscriptions  are  not  recoverable  at  law,  and 
the  only  penalties  for  non-payment  are  suspension  from  benefit  or  exclusion 
from  the  society.  9.  The  mode  of  holding  meetings.  10.  The  right  of 
voting.  The  rules  may  provide  for  voting  by  proxy,  and  within  limits  may 
restrict  the  right  of  voting.  11.  The  manner  of  making,  altering,  or  re- 
scinding rules.  12.  The  appointment  and  removal  of  a  committee  of 
management.  13.  The  appointment  and  removal  of  a  treasurer  and  other 
officers.  14.  The  appointment  and  removal  of  trustees.  The  secretary  or 
treasurer  may  not  be  a  trustee.  15.  If  the  society  is  one  with  branches, 
provision  is  to  be  made  for  the  composition  of  the  central  body,  and  the 
conditions  under  which  a  branch  may  secede  from  the  society.  16.  The 
investment  of  the  funds.  A  society  may  invest  on  any  security  named  in 
the  rules,  but  not  on  any  other  security,  except  as  deposit  in  a  savings  bank, 
in  the  public  funds,  or  with  the  Commissioners  for  the  Reduction  of  the 
National  Debt.  Investments  are  made  by  the  trustees  with  the  consent  of 
the  committee  of  management  or  a  general  meeting.  The  power  of  invest- 
ment cannot  be  delegated  to  any  financial  or  other  special  committee. 
17.  The  keeping  of  the  accounts.  18.  Audit  once  a  year  at  least.  This 
may  be  conducted  either  by  two  persons  appointed  by  the  society  or  by  one 
of  the  public  auditors  under  the  Act  (to  be  chosen  by  the  society).  19. 
Annual  returns  to  the  Registrar  of  the  receipts,  funds,  effects,  expenditure, 
and  number  of  members  of  the  society.  20.  The  power  of  inspection  of  the 
books  of  the  society  by  every  person  having  an  interest  in  its  funds,  at  all 
reasonable  hours  at  the  registered  office  of  the  society,  or  at  any  place  where 
the  books  are  kept.  21.  The  manner  in  which  disputes  shall  be  settled.  A 
society  may  adopt  any  reasonable  mode  of  settlement,  such  as  arbitration ; 
decisions  so  arrived  at  are  binding,  are  not  removable  into  a  court  of  law, 
and  may  be  enforced  on  application  by  the  County  Court.  22.  In  the  case 
of  a  dividing  society  provision  must  be  made  for  meeting  all  claims  existing 
upon  the  society  at  the  time  of  division  before  the  division  takes  place.  23. 
Keeping  separate  accounts  of  all  money  received  or  paid  on  account  of  every 
particular  fund  or  benefit  assured  for  which  a  separate  table  of  contributions 
payable  is  adopted.  24.  Keeping  separate  account  of  the  expenses  of 
management  and  of  all  contributions  on  account  thereof.     Definite  con- 
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tributions  must  be  paid  for  management  purposes.  25.  A  valuation  once 
in  every  five  years  of  the  assets  and  liabilities  of  the  society.  26.  The 
voluntary  dissolution  of  the  society  by  the  consent  of  five-sixths  in  value 
of  its  members  and  of  all  those  entitled  to  be  in  receipt  of  benefit  at  the 
time  of  the  dissolution.  The  value  of  votes  is,  within  limits,  proportionate 
to  length  of  membership.  27.  The  right  of  a  specified  proportion  of  the 
members  to  apply  to  the  Begistrar  for  an  investigation  of  the  affairs  of  the 
society  or  for  winding  it  up. 

With  regard  to  (16)  of  the  foregoing  provisions,  it  may  be  remarked 
that   the  privilege  of  deposit  with  the   Commissioners  for  the  Beduc- 
tdon  of  the   National  Debt,  which  has  been  referred   to  as  a  source  of 
great  profit  in  the  past,  is  now  considerably  curtailed.     Societies  estab- 
lished   before    28th    July   1828,  which  had    deposited   funds  with    the 
Commissioners  before  23rd  July  1855,  in  respect  of  assurances  effected 
before   15th  August   1850,  continue  under  the  Act  to  receive  3d.  per 
centum  per  diem,  but  lower  rates  are  allowed  on  deposits  in  respect  of 
assurances  effected  subsequent  to  the  date  last  named.     Societies  estab- 
lished at  later  dates,  having  made  deposits  under  similar  conditions,  receive 
the  lower  rates  of  2£d.  and  2d.  per  centum  per  diem  respectively,  the  last 
rate  applying  to  assurances  effected  before  28th  June  1888,  deposits  in 
respect  of  which  had  been  made  before  1st  January  1896.     On  deposits 
arising  in  respect  of  all  assurances  effected  since  1888,  and  in  respect  of 
all  accounts  opened  since  1895  the  rate  is  2f  per  cent  per  annum.     The 
Act  contains  various  provisions  for  limiting  the  higher  rates  to  the  funds 
held  on  account  of  assurances  effected  within  the  dates  to  which  such 
rates  severally  apply,  and  the  Commissioners  are  given  power  to  check 
the  withdrawal  and  redepositing  of  moneys  at  the  will  of  the  investing 
societies.    These  preferential  rates  of  interest  amount  in  substance  and  in 
fact  to  a  subsidy  to  the  friendly  societies  which  choose  to  take  advantage 
of  them,  but  few  societies  are  likely  to  be  content  with  2$  per  cent,  and  the 
business  done  under   this  section  of  the  Act  is  likely  to  decline.     The 
object  of  continuing  the  higher  rates  is  doubtless  that  of  keeping  faith 
with  the  societies  which  have  been  encouraged  to  incur  obligations  on  the 
strength  of  the  income  so  obtained. 

The  restrictions  upon  deposit  in  the  Post  Office  Savings  Bank  or  in 
Trustee  Savings  Banks  applicable  in  the  case  of  private  persons  do  not 
apply  to  friendly  societiea  They  may  deposit  their  funds  with  such  insti- 
tutions to  any  amount  at  any  time.  Other  privileges  are  that  of  discharge 
of  mortgages  by  endorsement  of  receipt  without  reconveyance,  transfer 
of  investments  to  new  trustees  without  conveyance  or  assignment  (a 
valuable  provision  to  insure  the  advantage  of  which  all  mortgage  deeds 
and  conveyances  of  real  property  should  contain  adequate  evidence  of  the 
existence  of  the  trust,  the  name  of  the  society  being  definitely  stated), 
power  of  summary  procedure  against  officers  for  misapplication  of  funds  or 
withholding  property,  priority  of  claim  over  ordinary  creditors  in  respect 
of  moneys  or  property  held  by  a  deceased  or  bankrupt  officer  by  virtue  of 
his  office,  freedom  from  income  tax  (providing  that  no  annuities  are 
granted  of  amounts  exceeding  £30,  a  condition  that  is  universally  satisfied), 
and  exemption  from  stamp  duty  in  the  case  of  documents  ordinarily 
chargeable  therewith.  A  further  most  useful  provision  in  the  interests  of 
the  registered  societies  is  that  documents  bearing  the  seal  or  stamp  of  the 
registry  office,  and  documents  purporting  to  be  signed  by  the  Begistrar  or 
other  designated  officials,  are  receivable  in  evidence  in  legal  proceedings 
(sec.  100).     The  Act  prescribes  the  methods  of  amalgamation,  transfer  of 
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engagements  to  another  society  or  to  a  company,  or  conversion  of  a  society 
into  a  company.  In  these  operations  the  ^instrumentality  of  a  special 
resolution  is  largely  employed,  such  special  resolution  being  defined  as  one 
assented  to  by  five-sixths  (in  voting  value)  of  the  members,  being  either 
present  at  the  first  and  confirmatory  meetings  to  which  the  resolution  is 
submitted,  or  if  not  present  thereat,  having  signified  their  assent  in  writing. 
To  validate  a  special  resolution  for  amalgamation  or  transfer  of  engage- 
ments, the  written  consent  of  all  persons  in  receipt  of  or  entitled  to  benefit 
from  the  society  must  be  obtained,  or  the  claim  of  such  persons  adequately 
provided  for. 

The  Chief  Registrar  is  vested  with  powers  to  waive  any  of  the  assents, 
consents,  and  conditions  thus  required,  in  the  case  of  an  amalgamation  or 
transfer.  Powers  are  created  for  the  inspection  of  societies  on  the  demand 
of  a  considerable  number  of  members  (with  the  view  of  checking  mis- 
management) for  the  cancelling  and  suspension  of  registry  and  for  the 
dissolution  of  societies.  Penalties  are  provided  for  various  offences  created 
by  the  Act,  or  violations  of  its  requirements,  and  it  is  usefully  declared 
that  an  offence  by  a  society  is  also  an  offence  by  the  officer  or  officers 
responsible  for  the  duty  whereof  the  offence  is  a  breach. 

The  Collecting  Societies  Act  1896  provides  further  conditions  found  to 
be  necessary  in  conducting  the  business  of  collecting  societies.  Transfers  of 
policies  from  one  society  to  another  without  the  consent  of  the  members  con- 
cerned are  prohibited,  the  annual  returns  must  be  certified  by  some  person 
not  an  officer  of  the  society  (other  than  an  auditor),  carrying  on  publicly  the 
business  of  an  accountant,  disputes  may  be  settled  in  a  county  court  or 
court  of  summary  jurisdiction,  on  the  application  of  a  member  or  person 
insured,  without  regard  to  the  provisions  of  the  rules,  collectors  may  not 
be  members  of  the  committee  of  management,  or  hold  office  other  than 
that  of  superintending  collectors  within  a  specified  area,  or  vote  at  a 
meeting  or  take  part  in  its  proceedings. 

The  Shop  Clubs  Act  1902  was  enacted  to  prohibit  compulsory  member- 
ship of  unregistered  shop  clubs  or  thrift  funds,  and  to  regulate  such  as  are 
duly  registered.  It  is  provided  that  an  offence  under  the  Act  is  created  if 
an  employer  shall  make  it  a  condition  of  employment — (a)  That  any 
workman  shall  discontinue  his  membership  of  any  friendly  society ;  or  (6) 
that  any  workman  shall  not  become  a  member  of  any  friendly  society 
other  than  the  shop  club  or  thrift  fund ;  or  if  an  employer  shall  make  it  a 
condition  of  employment  that  any  workman  shall  join  a  shop  club  or 
thrift  fund,  unless  the  shop  club  or  thrift  fund  is  registered  under  the 
Friendly  Society  Act  1896,  subject  to  the  provisions  of  this  (Shop  Clubs) 
Act,  and  certified  under  this  Act  by  the  Registrar  of  Friendly  Societies. 

No  shop  club  or  thrift  fund  is  to  be  certified  unless  the  Registrar  of 
Friendly  Societies  is  satisfied — (a)  That  the  shop  club  or  thrift  fund  is 
one  that  affords  to  the  workman  benefits  of  a  substantial  kind  in  the  form 
of  contributions  or  benefits  at  the  cost  of  the  employer,  in  addition  to 
those  provided  by  the  contributions  of  the  workman ;  (b)  that  the  shop 
club  or  thrift  fund  is  of  a  permanent  character,  and  is  not  a  society  that 
annually  or  periodically  divides  its  funds,  and  that  no  member  of  such 
shop  club  or  thrift  fund  shall,  except  on  certain  conditions,  be  required  to 
cease  his  membership  in  such  shop  club  or  thrift  fund  upon  leaving  the 
firm  with  which  the  club  or  fund  is  connected.  Before  certifying  any 
shop  club  the  Registrar  is  to  take  steps  to  ascertain  the  views  of  the  work- 
men, and  is  to  be  satisfied  that  at  least  75  per  cent  of  the  workmen 
desire  the  establishment  of  the  shop  club.     The  Act  does  not  operate  to 
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prohibit  compulsory  membership  of  any  superannuation  fund,  insurance, 
or  other  society,  already  existing  in  connection  with  a  railway  company, 
to  the  funds  of  which  the  company  contributes. 

In  any  case  where  a  workman,  by  the  conditions  of  his  employment,  is 
a  member  of  a  shop  club,  he  is  entitled  upon  dismissal  from,  or  upon 
leaving  his  employment,  unless  contrary  to  the  rules  of  the  club,  to  have 
the  option  of  remaining  a  member  or  of  having  returned  to  him  the 
amount  of  his  share  of  the  funds  of  the  club,  to  be  ascertained  by  actuarial 
calculation.  If,  however,  he  remain  a  member  of  the  club  he  is  not 
entitled  to  take  any  part  in  the  management  of  the  club,  or  to  vote  in 
respect  thereof.  The  rules  are  to  provide  inter  alia  for  a  valuation  once 
at  least  in  every  five  years  of  the  assets  and  liabilities  of  the  society, 
including  the  estimated  risks  and  contributions. 

As  this  Act  came  into  operation  so  recently  as  1st  January  1903,  there 
are  as  yet  no  details  of  its  working. 

Legal  Decisions, — A  great  variety  of  points  affecting  friendly  societies 
have  been  brought  before  the  courts;  the  decisions  given  in  some  of 
these  cases  are  valuable  as  illustrating  points  of  special  importance  in  the 
constitution  and  practice  of  friendly  societies,  as  for  example :  A  member 
of  a  friendly  society  having  met  with  an  accident,  applied  to  his  society 
for  relief,  his  claim  was  refused,  and  under  the  rules  of  the  society  the 
dispute  was  referred  to  arbitrators,  who  decided  against  him.  It  was  held 
on  appeal  by  Cave  and  Lawrence,  J.J.,  Queen's  Bench  Division,  1891,  that 
the  High  Court  had  no  jurisdiction  in  the  matter.  In  a  case  before  the 
Queen's  Bench  Division,  Dublin,  7th  November  1891,  the  justices  quashed 
an  order  of  a  magistrate  ordering  the  payment  of  funeral  benefit  on  the 
ground  that  the  society's  rules  provided  for  a  settlement  of  all  disputes, 
and  the  justices  had  no  jurisdiction.  In  another  case  the  rules  of  a 
branch  friendly  society  provided  that  the  objects  and  rules  of  the  branch 
should  be  carried  into  effect  in  conformity  with,  and  subject  to,  the  rules 
of  the  district  and  general  laws  of  the  order,  and  that  the  whole  of  the 
rules  of  the  district  and  general  laws  of  the  order,  and  any  amend- 
ments thereof  made  and  duly  registered,  should  be  applicable  to  the 
members  of  the  branch  in  the  same  way  as  if  the  rules  of  the  district  and 
general  laws  were  inserted  in  the  rules  of  the  branch.  It  was  held  that  a 
benefit  member  was  bound  by  an  amendment  of  the  general  laws  of  the 
order  although  he  was  at  the  time  in  receipt  of  benefit,  and  such  amend- 
ment had  the  effect  of  depriving  him  of  benefit ;  illustrating  the  point  that 
membership  of  a  friendly  society  is  not  equivalent  to  a  contract  such 
as  a  policy  of  life  assurance,  and  that  provided  a  power  of  amendment 
of  rules  is  reserved,  and  the  rules  are  amended  in  manner  directed  by 
the  Friendly  Societies  Act,  the  benefits  or  contributions  may  be  altered, 
such  alterations  applying  to  all  or  any  existing  members  (Queen's  Bench 
Division,  Cave  and  Williams,  J.J.,  29th  January  1891). 

In  a  further  case  a  member  was  in  receipt  of  a  superannuation  benefit 
which  after  a  time  was  discontinued.  It  was  held  that  unless  the  rules 
contain  a  power  of  alteration  they  are  binding  on  each  member,  and  each 
member  is  entitled  to  the  benefits  which  they  give  him,  unless  he  agrees 
to  an  alteration  (Queen's  Bench  Division,  Willis  and  Wright,  J.J.,  6th 
February  1895). 

A  member  joined  a  friendly  society,  and  received  a  policy  granted  on  a 
proposal  in  which  the  member  agreed  to  abide  by  the  present  rules  and 
regulations  of  the  society,  and  by  any  others  that  might  hereafter  be  made 
and  certified  by  the  Registrar  of  Friendly  Societies.    After  he  had  been  a 
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long  time  in  receipt  of  benefit  the  society  passed  a  rule  the  effect  of  which 
excluded  him  from  further  benefit.  Held  that  the  contract  expressly 
provided  that  the  member  should  be  bound  by  the  rules  from  time  to 
time ;  it  could  not  be  said  that  the  new  rules  were  ultra  vires,  and  there- 
fore the  plaintiff  was  bound  by  them  (Queen's  Bench  Division,  Pollock 
and  Charles,  J.J.,  27th  January  1891).  A  branch  of  a  society  proposed  to 
divide  £2000  amongst  its  members,  such  distribution  being  in  contraven- 
tion of  the  rules.  An  injunction  was  obtained  against  the  trustees  by  the 
parent  society,  and  such  trustees  retired  and  others  were  appointed ;  the 
society  then  passed  fresh  resolutions  for  dividing  the  £2000,  which  division 
the  new  trustees  carried  out.  Held  that  the  new  trustees  as  well  as  the 
old  who  were  cognizant  of  it  were  guilty  of  contempt  of  court,  and  all 
were  committed  to  prison  until  the  amount  divided  was  restored  (Chancery 
Division,  Kay,  J.,  10th  February  1882).  A  similar  case  arose  in  which  a 
sum  of  £998  had  been  divided  amongst  the  members  of  a  branch  lodge 
contrary  to  the  general  rules  of  the  Unity.  It  was  held  that  this  division, 
contrary  to  the  rules,  was  an  illegal  division,  and  that  the  trustees  were 
liable ;  an  order  was  accordingly  made  upon  them  for  repayment  (Chancery 
Division,  Chitty,  J.,  28th  February  1882).  Subsequent  to  this  case  the 
trustees  sued  two  members  in  the  county  court  for  the  refund  of  amounts 
which  they  had  received  as  their  shares  of  the  sum  illegally  divided,  and 
judgment  was  given  for  the  amounts  claimed.  Where  the  rules  of  a 
society  provide  that  when  a  member  becomes  an  inmate  of  a  workhouse  or 
a  lunatic  asylum  the  benefit  payable  to  him  shall  cease,  this  is  a  contract 
between  the  society  and  the  member  which  will  be  enforced,  and  the  poor- 
law  guardians'  claim  is  excluded  (Queen's  Bench  Division,  30th  Novem- 
ber 1891,  Coleridge,  L.C.J.,  and  Mathew,  J.). 

The  funds  of  a  friendly  society  cannot  be  applied  to  other  purposes 
than  those  expressed  in  the  rules,  and  it  was  held  that  a  member  who  was 
unable  to  work  merely  from  old  age  without  any  illness  (the  medical 
certificate  stating  the  cause  of  inability  to  work  as  "  natural  decay  "),  had 
no  legal  claim  to  relief  from  the  society.  The  justices,  having  jurisdiction 
under  the  rules,  decided  in  favour  of  the  member,  and  the  Court  ruled 
that  the  decision  of  the  justices  was  wrong  and  must  be  reversed  (Queen's 
Bench  Division,  Smith  and  Grantham,  J.J.,  28th  March  1886).  A  branch 
friendly  society  proposed  to  dissolve  otherwise  than  in  accordance  with 
the  general  laws  of  the  parent  body,  and  to  divide  the  funds  amongst  its 
members.  The  Court  granted  a  perpetual  injunction,  forbidding  the 
appropriation  of  the  funds  for  any  other  purpose  than  paying  the  sick  and 
funeral  allowances  claimable  under  the  laws  and  rules  applicable  to  such 
funds,  and  restraining  the  branch  from  dividing  its  funds  or  any  part  thereof 
in  any  manner  inconsistent  with  the  general  laws  of  the  parent  society 
(Chancery  Division,  North,  J.,  1st  March  1895).  A  branch  of  a  friendly 
society  attempted  to  secede  from  the  district  and  order  to  which  it  was 
affiliated,  and  to  establish  itself  as  a  separate  society  without  first  going 
through  the  act  of  secession  as  prescribed  by  the  general  rules  of  the  parent 
society,  and  making  due  provision  for  the  members  who  dissented  from  the 
secession.  In  the  Court  of  Appeal,  Cotton,  Bower,  and  Fry,  L.J.,  2nd 
April  1886,  confirmed  the  decision  of  Vice-Chancellor  Bristowe,  granting 
an  injunction  restraining  the  defendants  from  applying  to  register  or  pro- 
ceeding to  register  the  branch  lodge  as  a  society  separate  from  and  inde- 
pendent of  the  plaintiff  society,  and  from  carrying  on  or  attempting  to 
carry  on  the  business  of  the  said  lodge  as  a  separate  society,  without  first 
complying  with  the  rules  of  the  district  and  order  as  to  separation.     This 
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was  a  very  important  case.  Prior  to  1875  branches  of  affiliated  friendly 
societies  were  registered  only  as  societies,  not  as  branches.  This  lodge  had 
never  brought  itself  under  the  provision  of  the  Act  of  1875,  allowing 
registration  as  a  branch.  It  was,  nevertheless,  held  that  it  was  part  of  the 
parent  society,  and  could  not  secede  except  in  accordance  with  the  rules 
thereof,  one  consequence  of  which  was  that  instead  of  the  majority  carry- 
ing away  the  whole  funds,  provision  had  to  be  made  for  such  of  the 
members  as  dissented  from  the  secession.  Preference  in  case  of  death  or 
bankruptcy  of  an  officer. — It  was  claimed  by  the  trustee  in  bankruptcy  in 
a  case  before  the  Manchester  County  Court,  8th  April  1877,  that  the 
bankrupt's  sureties  should  be  called  upon  to  pay  the  demand  in  the  first 
instance.  It  was  ruled  that  the  claim  of  the  lodge  to  have  priority  was 
good,  and  that  the  society  must  be  paid,  the  judge  adding  that  the  sureties 
would  have  cause  of  complaint  upon  the  trustees  of  the  lodge  if  they  had 
not  taken  this  action  to  get  the  money  from  the  estate  of  the  liquidating 
bankrupt.  A  friendly  society  omitted  to  obtain  from  its  treasurer  before 
he  entered  on  his  office  a  bond  as  required  by  the  rules  and  section  20  of 
the  Friendly  Societies  Act  1875.  Held  by  the  judge  of  the  Preston 
County  Court  that  this  neglect  was  fatal  to  the  society's  claim  to  be  paid 
in  priority  to  other  creditors  on  the  bankruptcy  of  the  treasurer.  In 
another  case  it  was  held  that  unauthorised  receipt  of  money  by  a  secretary 
is  not  money  in  his  hands  by  virtue  of  his  office,  and  a  society  has  no  claim 
of  preferential  payment  in  case  of  bankruptcy.  Statutory  provisions  giving 
preference  to  other  creditors  must  be  strictly  construed.  In  this  case  the 
secretary  had  usurped  the  functions  of  the  treasurer  in  receiving  large 
sums  of  money,  and  at  his  decease,  insolvent  and  owing  a  very  large  sum 
to  the  society,  the  trustees  were  held  not  entitled  to  priority  (Chancery 
Division,  Chitty,  J.,  29th  October  1896). 

(The  foregoing  cases  are  selected  from  a  collection  of  Beports  of  law 
cases  affecting  friendly  societies,  published  by  the  G.M.  and  Board  of 
Directors  of  the  I.O.O.F.,  Manchester  Unity.) 

A  member  of  a  collecting  society  had  insured  his  life  for  £100,  and 
had  made  a  nomination  of  the  amount.  He  subsequently  made  a  will 
leaving  his  estate  to  relations  other  than  the  one  nominated.  The 
nominated  person  issued  a  writ  against  the  society  which  interpleaded, 
and  Mathew,  J.,  gave  judgment  in  favour  of  the  claimants  under  the  will. 
The  case  was  carried  by  the  Treasury  to  the  Court  of  Appeal,  which  pro- 
nounced for  the  nomination  to  the  extent  of  £100  (the  policy  with  bonuses 
slightly  exceeded  this  amount).  It  was  held  that  a  nomination  cannot  be 
revoked  except  in  the  manner  prescribed  by  the  statute,  and  that  a  revo- 
cation attempted  to  be  made  by  will  would  be  ineffective,  not  being  made 
in  the  statutory  and  only  valid  manner  {Report  of  the  Chief  Registrar  of 
Friendly  Societies  1898,  p.  26). 

Finance. — The  pivot  of  sound  finance  is  the  valuation  of  assets  and 
liabilities  prescribed  by  the  Friendly  Societies  Act  to  be  undertaken  by 
every  registered  society  once  in  each  five  years.  The  risk  of  sickness 
obviously  increases  with  age,  and  the  death  rate  is  well  known  to  do  so. 
Every  friendly  society  must,  therefore,  have  a  greater  or  less  amount  of 
liability  upon  its  funds  representing  the  excess  cost  of  future  sickness 
and  deaths  over  the  future  contributions  receivable,  and  the  question  is 
whether  this  amount  of  liability  is  greater  or  less  than  the  funds  in  hand. 
Thus  stated  the  question  appears  to  be  simple,  but  the  process  of  valuation 
is  nevertheless  intricate.  The  occupations  of  members  may  be  very  diverse, 
or  may  be  all  of  a  similar  class,  and  in  either  case  may  be  such  as  to  affect 
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the  sickness  risk  considerably ;  similarly,  the  occupations  may  affect  the 
prospects  of  life  enjoyed  by  the  members,  either  injuriously  or  otherwise, 
and  density  of  population,  locality,  and  environment  generally  may  all  exert 
some  special  influence  on  the  risks.  The  object  of  the  valuation  ia  to 
estimate,  on  the  one  hand,  the  worth  or  "  present  value "  of  the  future 
claims  (liabilities),  and  on  the  other  hand  the  worth  or  present  value  of 
the  future  contributions  (assets).  According  to  the  judgment  and  ex- 
perience of  the  valuer,  and  on  the  completeness  of  the  facts  before  him,  so 
will  the  valuation  be  reliable  or  otherwise.  The  experience  of  the  past  is 
likely  to  be  of  great  value  in  estimating  the  future  liabilities,  because,  as  a 
rule,  the  circumstances  of  a  society  do  not  change  rapidly,  and  what  has 
occurred  on  the  average  of  a  short  series  of  years  immediately  past  is  likely 
to  be  repeated  on  the  average  of  a  like  short  series  of  years  in  the  near 
future.  On  the  other  hand,  the  tendency  to  gradual  change  must  not  be 
overlooked,  the  transformation  of,  for  example,  agricultural  labourers  into 
miners  having  been  in  some  cases  a  very  unhappy  experience  of  friendly 
societies. 

The  effect  of  occupation  upon  sickness  liabilities  need  be  touched  upon 
at  no  great  length.  Between  the  risks  of  the  agricultural  labourer  and  those 
of  the  iron  or  steel  worker,  quarryman,  or  coal  miner,  there  is  a  great 
difference,  and  it  is  obvious  that  those  occupations  which  bring  the  heaviest 
claims  demand  the  greatest  contributions.  The  effect  of  difference  of 
mortality  is  less  apparent  than  that  of  differences  in  sickness  risks.  It 
is  a  singular  circumstance  that  the  latest  investigation  into  friendly  society 
experience  has  shown  that  death  rates  vary  more  with  locality  than  with 
occupation,  and  that  the  heaviest  rates  of  mortality  are  to  be  found  in  the 
area  comprising  parts  of  Lancashire,  Cheshire,  and  Yorkshire  in  which  the 
textile  trades  are  carried  on.  Heavy  death  rates  do  not  imply  excessive 
liabilities  for  friendly  societies  as  do  heavy  sickness  claims.  On  considera- 
tion of  the  elements  of  which  the  liabilities  and  assets  are  composed,  it  will 
be  seen  that  if  the  death  rates  of  a  society  are  uniformly  above  a  common 
standard,  a  society  will  gain  by  its  release  from  a  proportion  of  the  antici- 
pated sickness  benefit  liability ;  but  that,  on  the  other  hand,  it  will  lose, 
firstly,  by  the  "  premature  "  payment  of  death  benefits  and  consequent  loss 
of  interest  on  the  capital  thus  withdrawn,  and,  secondly,  by  the  contribution  in- 
come gradually  falling  below  the  amount  anticipated  by  the  standard.  If  the 
death  rates  be  uniformly  below  a  common  standard  the  effect  on  the  finances 
will  be  in  each  case  in  the  contrary  direction  to  that  of  a  heavy  death  rate, 
the  sickness  claims  being  ultimately  increased,  the  payment  of  the  death 
benefits  "  postponed,"  and  the  anticipated  interest  and  contribution  income 
augmented.  In  either  case  the  effect  upon  the  sickness  claims,  whether 
reduction  or  increase,  will  be  much  greater  than  that  upon  the  interest 
and  contribution  income,  and  ultimately,  therefore,  a  high  death  rate  will 
diminish  the  liabilities  whilst  a  low  death  rate  will  increase  them. 

The  Act  provides  for  the  appointment  of  public  valuers,  but  it  is  not 
compulsory  to  employ  either  these  or  other  qualified  actuaries,  and  as  a 
considerable  number  of  the  societies  seek  the  cheapest  market  many  valua- 
tions, although  in  the  prescribed  form,  are  of  doubtful  reliability. 

The  form  in  which  the  valuation  results  are  to  be  set  forth  is  prescribed 
by  the  Registry  Office,  this  consisting  of  a  return  stating  the  basis  adopted, 
with  a  summary  of  the  ages  of  members  and  of  the  several  factors  entering 
into  the  valuation,  with  a  valuation  balance-sheet.  This  form  is  accompanied 
by  a  signed  report  setting  forth  the  results  of  any  comparison  which  has  been 
made  between  the  past  experience  of  the  society  as  to  sickness  and  mortality, 
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and  the  valuation  assumptions  in  respect  of  these  elements,  and  the  result 
of  the  valuation,  with  any  recommendations  or  remarks  that  the  valuer 
considers  it  advisable  to  offer. .  In  general  it  is  found  expedient  to  make 
more  or  less  detailed  calculations  supplementary  to  the  valuation  and  on 
the  results  obtained  to  advise  the  society  as  to  the  changes  which  are  either 
necessary  for  its  welfare  if  the  valuation  shows  a  deficiency,  or  within  its 
financial  capability  if  the  valuation  shows  a  surplus  sufficient  to  permit  of 
the  grant  of  some  additional  benefit  or  other  advantage. 

The  valuer  has  a  choice  of  tables  of  sickness  and  mortality,  with  de- 
pendent monetary  values  upon  which  to  prepare  his  valuation,and  his  selection 
of  a  basis  should  be  determined  by  the  results  of  the  preliminary  examina- 
tion of  the  sickness  and  mortality  experience  which  should  be  invariably 
undertaken.  This  consists,  firstly,  of  an  arrangement  of  the  members 
according  to  their  ages,  such  that  all  the  years  of  life  "  exposed  to  risk  " 
at  the  same  age  within  the  period  under  observation  may  be  ascertained 
by  summation ;  secondly,  of  the  multiplication  of  these  years  of  life  exposed 
to  risk  into  the  sickness  and  mortality  rates  of  a  given  standard  at  the 
corresponding  ages,  thus  deducing  the  "  expected  sickness  "  and  "  expected 
deaths " ;  and,  thirdly,  of  a  comparison  of  such  "  expected  sickness  "  and 
"expected  deaths"  with  the  "actual  sickness"  and  "actual  deaths." 
Several  standard  collections  of  data  will  be  frequently  tried,  and  due 
weight  being  allowed  to  exceptional  circumstances,  the  nearer  the  "ex- 
pected" quantities  approach  to  the  actual  the  more  suitable  will  be  the 
standard  as  a  measure  of  the  position  of  the  society.  The  standard  being 
chosen,  the  values  of  the  several  benefits  and  contributions  at  each  age 
will  be  found  by  the  monetary  tables,  and  the  aggregation  of  the  values  in 
respect  of  each  benefit  or  other  factor  will  give  the  items  to  be  entered  in 
the  valuation  balance-sheet.     This  will  be  in  the  following  form : — 

Valuation  Balance-sheet  of  Friendly  Society  as  at  (any  given  date). 

Liabilities.  £  Assets.  £ 

Estimated   present  value   of  Estimated   present  value   of 

future  benefits  to  existing  future  contributions  of  exist- 

members       .  .  ing  members 

Other  liabilities  Funds  invested  and  in  hand  . 

Balance  (being  surplus)  .  Balance  (being  deficiency) 

It  will  be  understood  that  there  are  many  cases  in  which  no  standard 
table  fits  the  whole  of  the  circumstances,  and  in  which  modifications 
of  the  standard  values  must  be  made  before  the  Valuation  Balance-sheet 
is  drawn  up.  Adjustments  have  frequently  been  required  to  obtain  a 
full  provision  for  old  age  sickness  liabilities,  the  data  in  respect  of  which, 
owing  to  the  comparative  paucity  of  the  facts,  have  been  found  unreliable! 
For  reasons  stated  below,  however,  this  difficulty  is  likely  to  be  less  prominent 
in  the  future  than  it  has  been  hitherto. 

The  principal  Standard  Tables  in  existence  are  those  deduced  from 
the  experience  of  the  Manchester  Unity  of  Oddfellows  in  the  period 
1866-70  (H.  Eatcliffe),  of  the  Ancient  Order  of  Foresters  in  the  period 
1871-75  (F.  G.  P.  Neison),  of  the  Eegistered  Friendly  Societies  in  the 
period  1876-80  (W.  Sutton),  and  of  the  Manchester  Unity  in  the  period 
1893-97  (A.  W.  Watson).  The  Manchester  Unity  Experience  1866-70 
and  the  Foresters'  Experience  each  comprise  about  1,300,000  years  of  life, 
with  less  than  2,000,000  weeks  of  sickness,  whilst  the  Eegistered  Friendly 
Societies'  Experience  1876-80— published  so  recently  as  1896 — includes  over 
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1,650,000  years  of  life  at  risk,  and  over  3,140,000  weeks  of  sickness.  The 
magnitude  of  the  latest  Manchester  Unity  Experience  (Watson's,  1893-97) 
much  exceeds  that  of  these  tabulations,  considerable  though  they  are,  the 
years  of  life  exposed  to  risk  being  over  3,180,000,  and  the  weeks  of  sickness 
over  7,000,000.  This  experience  is  specially  valuable  as  to  the  older  ages, 
comprising  as  it  does  74,720  years  of  life  at  ages  70  and  upwards,  against 
10,507  in  the  earlier  Manchester  Unity  Experience,  6849  in  the  Foresters' 
Experience,  and  25,990  in  the  Registered  Friendly  Societies'  Experience.  It 
is  not  too  much  to  say  that  this  new  experience  is  the  first  to  give  an 
adequate  body  of  data  as  to  the  risks  of  the  extreme  of  old  age. 

The  broad  results  of  a  comparison  of  these  experiences,  viewing  them 
chronologically,  are  that  sickness  rates  are  constantly  rising,  whilst 
mortality  rates,  except  at  the  later  ages,  are  declining.  It  may  be  pointed 
out  that  this  experience  is  unfavourable,  financially,  in  two  directions. 
Not  only  is  the  sickness,  per  member,  at  each  period  of  life  heavier  than 
was  formerly  the  case,  but  a  greater  proportion  of  members  than  formerly 
now  survive  into  old  age,  the  period  of  life  at  which  sickness  is  at  its 
maximum  intensity. 

The  following  abstract  illustrates  these  features — 
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24 
29 
34 
39 
44 
49 
54 
59 
64 
69 
74 
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84 


Rate  of  Sickness  per  Member  per  Annum 
in  Weeks. 


M.U. 

A.O.F. 

1806-70. 

1871-75. 

•54 

1-04 

75 

•82 

•81 

•85 

•93    • 

•97 

1-06 

1-15 

1-26 

1-37 

1-64 

1-71 

2  22 

2-27 

3*05 

3-21 

4-72 

4-59 

7*24 

7*97 

12-06 

12-00 

16*87 

17*66 

20*59 

20*92 

Friendly 

Societies, 

1876-80. 

•88 

•85 

•87 

1-02 

1-24 

1*47 

1-89 

2-39 

3  36 

5-17 

8-73 

14-46 

20  27 

27  36 


Annum 

Rate  of  Mortality  per  100  Members 

per  Annum. 

M.U. 

M.U. 

A.O.F. 

Friendly 

Societies, 

1876-80. 

M.U. 

1898-97. 

1866-70. 

1871-75. 

1893-97. 

•92 

•46 

•94 

73 

•25 

•90 

•64 

•74 

•57 

•37 

•95 

•76 

•73 

•62 

•46 

1-06 

•82 

•89 

•78 

•55 

1-27 

•98 

1-09 

•98 

•70 

1-58 

1-26 

1-28 

1-16 

•95 

1-99 

1-43 

1-66 

1-48 

1-17 

275 

1*91 

2*05 

1-90 

1-69 

4-02 

2-49 

2-97 

2-78 

2*42 

6-31 

3*54 

3-80 

8-91 

3-56 

10-59 

5-21 

5*84 

5*71 

541 

17-40 

7*81 

8  00 

8*07 

8-09 

2515 

9*95 

14*26 

12  15 

12-04 

32-27 

11-88 

16*03 

16-01 

17*66 

The  excess  of  sickness  shown  by  the  latest  Manchester  Unity  tabula- 
tion over  that  experienced  in  the  period  1866-70  is  chiefly  traceable  to 
long-continued  cases  of  sickness.  Short  attacks  of  sickness,  though  more 
numerous  than  formerly  at  the  younger  ages,  are  less  prominent  at  the  more 
advanced  periods  of  life.  The  magnitude  of  the  body  of  data  available  for 
this  experience  has  permitted  of  the  analysis  of  the  sickness  of  persons 
engaged  in  various  groups  of  occupations,  and  monetary  tables  have  been 
based  on  such  sectional  experiences.  As  compared  with  the  normal  ex- 
perience (Class  1),  the  following  abstract  shows  the  quantity  of  sickness 
claims  experienced  in  such  occupations  as  outdoor  building  trades,  and 
others  entailing  exposure  to  weather  without  great  "  risk  "  (Class  2),  iron 
and  steel  works,  chemical  and  glass  works,  and  similar  occupations  involving 
considerable  risk  and  exposure  to  great  heat  (Class  3),  and  miners  (Class  4). 

The  differences  between  these  groups  illustrate  the  necessity  for  a  close 
examination  of  the  actual  experience  of  a  society  in  relation  to  the  occupa- 
tions of  its  members  as  a  preliminary  to  the  actual  work  of  valuation. 
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Class  1. 

CLass  2. 

Class  3. 

Class  4. 

Ages. 

Weeks 

Weeks 

weeKs 

Weeks 

Ages. 

of  Sickness. 
100 

of  Sickness. 

of  Sickness. 

of  Sickness. 
183 

16  to  24 

116 

152 

16  to  24 

25  „  34 

100 

119 

149 

189 

25  „  34 

85  „  44 

100 

125 

148 

193 

85  „  *4 

45  ,,  54 

100 

124 

132 

190 

45  „  54 

55  „  64 

100 

122 

137 

182 

55  „  64 

65  „  74 

100 

119 

136 

164 

65  „  74 

Enough  has  been  said  above  to  explain  the  necessity  for  careful  examina- 
tion of  the  mortality  experience.  It  appears  from  the  Manchester  Unity 
Experience  1893-97  that  in  the  urban  portion  of  the  textile  districts  no 
more  than  455  members  of  1000  entering  at  the  age  of  16  years  will 
survive  to  65  years  of  age,  whilst  in  the  rural  portion  of  the  non-manu- 
facturing districts  as  many  as  588  of  1000,  commencing  at  16,  will  survive 
to  65.  Whether  a  society  should  provide  for  sickness  benefit  liabilities  in 
old  age  for  46  per  cent  or  59  per  cent  of  its  young  entrants  is  obviously  a 
most  important  question  for  its  valuer  to  consider. 

The  valuer  should  satisfy  himself  that  the  rates  of  contribution  are 
adequate  to  provide  the  benefits  promised,  as  in  the  event  of  the  contrary 
being  the  case  every  new  member  will  involve  the  society  in  loss,  and 
intensify  any  deficiency  which  the  valuation  may  bring  out.  If,  too,  the 
sickness  experience  is  unfavourable  the  rules  should  be  examined  to 
determine  whether  the  qualifications  for  benefit  are  unduly  liberal,  and 
inquiry  should  be  made  to  determine  whether  the  supervision  over  sick 
members  is  as  efficient  as  it  ought  to  be.  These  are  most  important 
factors  in  the  prosperity  of  a  society,  as  examples  of  which  the  following 
figures  may  be  quoted.  At  age  62,  the  average  rate  of  sickness  per  member 
per  annum  by  the  Eegistered  Friendly  Societies'  Experience  1876-80  in 
the  period  of  claim  after  the  first  12  months  (i.e.  protracted  sickness)  is 
2*31  weeks,  and  by  the  Manchester  Unity  Experience  1893-97  3*83 
weeks,  the  difference  probably  representing  to  some  extent  the  result  of 
indulgent  supervision  engendered  by  the  possession  of  ample  funds  (the 
existence  of  corresponding  liabilities  being  perhaps  insufficiently  regarded). 
In  another  society  administered  from  a  central  office  (and  therefore  without 
means  of  close  supervision),  and  allowing  benefit  in  partial  as  distinct 
from  total  incapacity,  the  corresponding  sickness  rate  at  this  age  (62)  was 
found  to  be  4*45  weeks,  and  in  a  second  society  of  the  same  type  4*92  weeks, 
whilst  in  a  society,  in  which  the  members  had  been  encouraged  to  regard 
the  reduced  pay  as  a  pension,  and  to  claim  it  freely  and  without  adequate 
cause,  the  rate  was  as  high  as  6*60  weeks.  These  differences  entail  widely 
differing  rates  of  contribution,  for  if  soundness  is  to  be  preserved  each 
society  must  charge  its  members  according  to  its  experience.  It  will  be 
found  wise,  in  general,  to  enforce  upon  administrators  the  necessity  for 
strictly  defined  rules  and  adequate  supervision ;  in  the  absence  of  these  the 
claims  tend  constantly  upward,  and  the  attempt  to  measure  a  future  and 
probably  long-deferred  liability  is  attended  with  great  difficulty  and  un- 
certainty. Alfred  W.  Watson. 


_       Warrant. — In  Scotland,  when  a  creditor  believes  that 
his  debtor  is  about  to  fly  from  the  country  he  may  obtain  a  warrant  to 
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apprehend  him.  This  warrant  is  called  a  fugae  warrant,  and  is  granted  by 
a  magistrate  or  sheriff.  The  creditor  applying  for  the  warrant  states  his 
claim  under  oath  and  his  grounds  for  believing  that  the  debtor  means  to 
leave  the  country.  The  magistrate  grants  the  warrant  to  arrest  the  debtor 
for  examination,  and  he  may  afterwards  be  committed  to  prison  until  he 
finds  security  for  his  appearance.  If  the  statements  of  the  creditor  are 
unfounded  he  is  liable  in  damages  to  the  debtor.  (See  "  Bankruptcy  (Scot- 
land).") 

Funded  Debt. — Originally  this  expression  was  used  for  a  debt 
in  connection  with  which  special  funds,  such  as  the  produce  of  a  specific 
tax,  are  set  aside  in  security.  The  expression  is  now  applied  to  the  debt 
raised  for  permanent  purposes  which  is  repayable  either  at  a  distant  date 
or  the  payment  of  which  is  indefinitely  postponed.  There  is  no  definite 
date  fixed  for  the  larger  portion  of  the  funded  debt  of  the  United  Kingdom, 
but  the  Government  as  a  rule  have  the  right  to  redeem  after  a  fixed  period. 
Thus,  the  new  consols  (Goschen's)  can  be  redeemed  from  1923 ;  the  debt,  of 
course,  may  be  redeemed  before  that  time,  but  only  by  the  purchase  by  the 
Government  in  the  open  market  of  consols  which  may  be  cancelled.  The 
funded  debt  of  a  state  should  all  be  of  the  same  description,  and  it  is  un- 
desirable to  have  portions  of  it  payable  at  different  periods. 

Funeral  Expenses. — The  funeral  expenses  of  a  deceased  person 
are  reckoned  in  all  cases  as  privileged  debts  which  fall  to  be  paid  by  his 
executors  out  of  any  estate  belonging  to  the  deceased  first  coming  into  their 
hands.  The  rule  followed  in  such  cases  is,  that  everything  which  is 
necessary  for  the  proper  and  decent  interment  of  the  deceased,  according  to 
the  custom  of  the  place  where  this  happens,  forms  a  part  of  the  funeral 
expenses,  which  are  privileged  before  other  debts.  As  it  must  often  happen 
that  the  circumstances  of  the  deceased  are  altogether  unknown  to  those  who 
take  the  charge  of  ordering  his  funeral,  it  will  be  held  that  all  such  expenses 
as,  according  to  his  rank  and  apparent  circumstances,  are  required  by  the 
usage  of  the  place,  are  privileged  even  though  his  funeral  ought  to  have 
been  more  moderately  conducted  had  his  insolvency  been  known. 

In  the  administration  of  bankrupt  estates,  the  funeral  expenses  paid 
by  a  personal  representative  of  the  deceased  form  a  preferential  claim  on 
the  estate. 

The  amount  incurred  for  funeral  expenses  forms  a  deduction  from  the 
estate  left  by  the  deceased  for  estate  duty  purposes. 

Furthcoming'. — In  Scotland,  when  a  creditor  has  constituted  a 
debt  against  his  debtor  and  has  arrested  funds  or  other  moveables  in  the 
hands  of  a  third  party,  he  is  entitled  to  raise  an  action  of  furthcoming  or 
forthcoming,  in  order  that  funds  or  property  arrested  may  be  transferred  to 
him.  The  pursuer  in  the  action  is  the  person  who  has  arrested  the  funds, 
and  the  defenders  are  the  arrestee,  the  party  in  whose  hands  arrestments 
have  been  used,  and  the  debtor  against  whom  the  original  decree  was 
obtained,  and  who  is  termed  the  common  debtor. 

The  summons  concludes  for  the  arrestee  to  make  furthcoming  and  pay 
over  to  the  arrester  the  sum  due  by  the  arrestee  to  the  common  debtor,  or 
such  sum  as  will  satisfy  the  debt  of  the  arrester. 

In  England  the  similar  process  is  known  as  a  garnishee  order.  See 
"  Garnishee  Order." 
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Futures. — When  any  one  buys  or  sells  stocks,  shares,  or  other 
commodities  which  he  does  not  possess,  with  the  view  of  selling  or  buying 
the  stocks,  shares,  or  other  commodities  so  as  to  give  delivery  before  the 
date  of  settlement  of  his  original  purchase  or  sale,  he  is  said  to  deal  in 
"  futures."  A  considerable  amount  of  this  sort  of  business  goes  on  upon 
all  stock  exchanges  between  the  settling  days.  In  the  United  States  the 
method  of  "  futures  "  finds  its  chief  scope  in  connection  with  the  wheat  trade. 
In  London,  in  addition  to  wheat,  silver,  tea,  coffee,  and  sugar  are  dealt  in 
through  the  London  Produce  Clearing  House,  which  guarantees  the  due 
performance  of  contracts,  bargains  being  made  for  delivery  at  any  time  up 
to  six  months  against  a  deposit  of  5  per  cent  of  the  value.  The  great 
majority  of  such  transactions  partake  of  the  nature  of  gambling,  but  there 
is  no  objection  to  a  manufacturer  who  purchases  raw  material  for  delivery 
several  months  ahead  with  the  view  of  fulfilling  contracts  which  he  may 
already  have  entered  into. 

G/A. — Contraction  for  General  Average. 

Gaming*  Contracts. — A  gaming  or  wagering  contract  is  one 
by  which  two  persons  holding  opposite  views  touching  a  future  event 
agree  that  according  as  that  event  may  result  one  is  to  receive  from  the 
other,  and  the  other  is  to  pay  to  him  a  certain  sum  of  money  called  the  stake. 
Gaming  contracts  are  rendered  null  and  void  in  England  by  8  &  9  Vict, 
c.  109,  s.  18,  and  55  &  56  Vict.  c.  4,  and  in  Scotland  by  the  common  law. 

Garnishee  Order. — This  is  the  method  of  execution  by  which 
an  execution  creditor  in  England  is  enabled  to  make  debts  due  to  his 
judgment  debtor  available  towards  payment  of  the  judgment  debt.  The 
judgment  creditor  who  is  unaware  of  debts  due  to  the  judgment  debtor  has 
power  to  examine  the  debtor  on  the  subject,  and  for  that  purpose  may  apply  for 
an  order  for  examination  of  the  debtor.  This  order  is  obtained  on  summons 
to  a  master,  and  an  appointment  is  made  which  is  served  on  the  debtor. 

The  rule  giving  a  judgment  creditor  power  to  garnish  a  debt  is  in  the 
following  terms : — 

"  The  Court  or  a  judge  may,  upon  the  ex  parte  application  of  any  person 
who  has  obtained  a  judgment  or  onler  for  the  recovery  or  payment  of  money, 
either  before  or  after  any  oral  examination  of  the  debtor  liable  under  such 
judgment  or  order,  and  upon  an  affidavit  by  himself  or  his  solicitor,  stating 
that  judgment  has  been  recovered,  or  the  order  made,  and  that  it  is  still 
unsatisfied,  and  to  what  amount,  and  that  any  other  person  is  indebted  to 
such  debtor,  and  is  within  jurisdiction,  order  that  all  debts  owing  or 
accruing  from  such  third  person  (hereinafter  called  the  garnishee)  to  such 
debtor  shall  be  attached  to  answer  the  judgment  or  order;  and  by  the 
same  or  any  subsequent  order  it  may  be  ordered  that  the  garnishee  shall 
appear  before  the  Court  or  a  judge  or  an  officer  of  the  Court,  as  such  Court 
or  judge  shall  appoint,  to  show  cause  why  he  should  not  pay  to  the  person 
who  has  obtained  such  judgment  or  order  the  debt  due  from  him  to  such 
debtor,  or  so  much  thereof  as  may  be  sufficient  to  satisfy  the  judgment  or 
order."    "  See  Furthcoming." 

Gas- Works  Accounts.— The  nature  of  a  gas  enterprise,  if 
conducted  on  any  but  a  very  small  scale,  makes  it  necessary  to  obtain 
statutory  authority,  particularly  for  powers  to  lay  mains  and  service  pipes 
under  public  highways.  The  statutory  authority  usually  takes  the  form  of 
a  special  Act  of  Parliament,  which  creates  for  the  company  or  local 
vol.  m  12 
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authority  a  regulated  monopoly,  that  is,  a  grant  of  exclusive  privileges 
accompanied  by  restrictions  in  the  interest  of  the  public.  The  main 
privilege  is  the  sole  right  of  supplying  gas  for  public  and  domestic  use 
within  a  specified  area,  together  with  powers  for  acquiring  all  facilities 
necessary  for  carrying  out  the  undertaking ;  the  restrictions  regulate  the 
quality  of  gas  to  be  supplied,  as  tested  by  its  illuminating  power,  and  the 
profits  to  be  earned  by  the  company,  which  may  be  applied  in  creating 
reserves  of  a  limited  amount  and  in  paying  dividends  to  the  proprietors  not 
exceeding  a  fixed  percentage  on  the  capital  employed.  Any  profits  beyond 
the  sum  required  for  these  purposes  must  be  applied  to  reduce  the  prices 
charged  to  the  consumers. 

The  Gas- Works  Clauses  Act  of  1871  provided  an  elaborate  form  of 
accounts  with  statistics  relating  to  manufacture,  and  as  this  is  the  basis  for 
framing  the  accounts  of  any  gas  undertaking  a  copy  is  given  in  the  schedule 
annexed  to  this  article. 

These  accounts  were  designed  for  a  joint  stock  company,  but  excluding 
the  accounts  relating  to  capital  they  are  equally  applicable  to  a  local 
authority.  These  accounts  possess  a  quality  which  does  not  always  attach 
itself  to  official  returns,  in  that  they  are  eminently  practical,  and  serve  to 
supply  the  undertakers  with  information  of  the  highest  value  for  watching 
the  progress  of  their  business  as  well  as  to  assure  the  authorities  that  only  a 
legitimate  profit  is  being  made. 

The  work  of  a  gas  undertaking  divides  itself  into  two  branches — (a) 
production ;  (6)  distribution. 

The  cost  of  production  depends  upon  many  circumstances,  some  fixed  and 
local,  others  temporary  and  fluctuating.  The  main  factor  is  the  price  of  coal, 
whether  for  fuel  or  carbonising,  and  this  is  affected  very  largely  by  the  position 
of  the  gas-works,  whether  in  proximity  to  coal-fields  or  remote  from  them. 

The  position  of  the  works  will  also  affect  the  facilities  for  sale  of  the 
residual  products — coke,  tar,  and  ammoniacal  liquor. 

Apart  from  locality  the  cost  is  dependent  upon  the  fluctuations  in  value 
of  the  coal  and  the  residuals. 

It  is  not  within  the  scope  of  this  article  to  treat  of  the  process  of  manu- 
facture, but  it  is  desirable  for  any  one  dealing  with  the  accounts  of  an 
undertaking  to  acquire  an  elementary  knowledge  of  the  processes  and  the 
plant  employed.  The  manufacturing  plant  of  a  gas-works  is  of  a  permanent 
character,  with  the  exception  of  the  retorts,  which  are  replaced  out  of 
revenue.  Any  outlay  on  the  other  plant  beyond  ordinary  repairs  would  be 
an  extension,  which  must  be  treated  as  capital  outlay.  The  gas  main  is  the 
chief  item  in  the  distributing  plant,  and  this  is  permanent  outlay,  unless 
the  growth  of  the  district  requires  the  substitution  of  a  larger  main,  in 
which  case  the  difference  in  the  cost  of  the  pipes  is  all  that  can  be  charged 
to  capital,  the  labour  in  taking  up  the  old  main  and  relaying  the  new  one 
being  paid  for  out  of  revenue.  The  principle  of  this  is  clear,  as  after  the 
substitution  the  undertakers  still  have  but  one  main  although  of  a  larger 
diameter. 

Contracts  are  made  for  the  requisite  supplies  of  coal,  of  which  a  register 
is  kept,  and  the  deliveries  are  written  off  until  the  contract  is  complete.  A 
Weighing  Book  should  be  kept,  in'which  the  yard  foreman  should  enter  the 
weight  of  coal  in  each  truck  for  checking  the  invoices  from  the  collieries. 
The  coal  and  all  purchases  are  passed  through  a  Journal  in  the  usual  form, 
ruled  with  columns  for  an  analysis  consistent  with  the  nominal  accounts  of 
capital  and  revenue  expenditure.  The  headings  of  these  accounts  will  be 
found  in  the  revenue  and  capital  account  appearing  in  the  schedule.     The 
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Wages  Book  is  supplemented  by  an  analysis  ruled  for  the  same  purpose. 
These  two  books  are  all  that  are  required  for  recording  the  expenditure. 

The  first  record  for  compiling  an  account  of  the  sales  of  gas  is  the  meter 
register,  containing  a  numerical  list  of  all  meters  issued  by  the  company. 
These  remain  the  property  of  the  company,  for  the  use  of  which  a  rent  is 
sometimes  charged  to  the  consumer.  This  register  is  the  foundation  of  the 
inspectors'  books,  or  Meter  States'  books,  which  furnish  the  particulars  for 
the  Kent-roll  or  the  Sales'  Day-book.  The  Rent-roll  is  usually  adopted,  and 
Ledgers  are  dispensed  with  as  an  unnecessary  addition  to  the  labour  of  book- 
keeping. Where  they  are  retained,  the  merit  claimed  for  them  is  that  they 
show  any  marked  variation  in  any  consumer's  account,  and  so  put  the 
officials  on  an  inquiry.  The  Bent-roll,  of  which  a  specimen  is  given  at  the 
end  of  this  article  (Form  1),  supplies  the  place  of  Sales'  Day-book  and  Sales' 
Ledger.  For  a  large  undertaking  there  are  several  Rent-rolls  in  which  the 
consumers  are  grouped  in  districts.  Quarterly  accounts  are  sent  to  the 
consumers,  and  are  paid  at  the  office  of  the  company  or  to  collectors.  The 
collectors  pay  their  receipts  to  the  bank  daily,  and  hand  in  their  counter- 
foil receipts  for  comparison  with  the  Rent-roll,  and  for  entry  in  the  Daily 
Cash  Book.  This  is  a  subsidiary  Cash  Book  containing  receipts  only.  The 
daily  totals  are  entered  in  the  general  Cash  Book  in  their  appropriate 
columns  for  posting  at  stated  periods  to  the  impersonal  accounts  in  the 
nominal  Ledger.  Revenue  credits,  other  than  gas  sold,  are  passed  through 
Sales'  Journals  for  posting  to  personal  accounts  in  one  or  more  Sales'  Ledgers 
in  the  ordinary  way. 

As  a  measure  of  prudence  it  is  customary  for  the  undertakers  to  demand 
a  deposit  from  some  of  the  consumers  to  cover  the  value  of  their  estimated 
consumption  of  gas  between  each  inspection  of  the  meters.  An  account  of 
these  deposits  is  kept  in  a  separate  Cash  Book  and  Ledger,  and  they  are 
usually  paid  to  a  separate  account  with  the  bankers,  and  appear  on  the 
balance-sheet  as  a  liability  and  asset  of  equal  amount.  It  is  the  practice 
to  supply  and  fix  gas  stoves  on  the  consumer's  premises  under  a  hire- 
purchase  agreement,  and  these  transactions  are  passed  through  a  special 
Journal  and  Ledger,  ruled  to  show  the  payments  of  the  instalments  due  under 
the  agreement.  The  aggregate  of  the  unpaid  instalments  in  this  Ledger 
constitutes  part  of  the  stock  of  fittings,  as,  in  default  of  payment  of  any  of 
the  instalments,  the  stoves  can  be  removed,  but  the  outstanding  instal- 
ments cannot  be  recovered  by  legal  process.  There  is  a  steadily  increasing 
consumption  of  gas  through  "  prepayment,"  or  "  penny-in-the-slot "  meters, 
and  for  statistical  purposes  this  is  shown  separately  in  the  Rent-roll,  but 
these  only  differ  from  other  sales  of  gas  in  the  fact  that  the  cash  is  paid 
in  at  the  same  time  that  the  consumption  is  registered. 

In  addition  to  the  statutory  accounts  under  the  Act  of  1871,  forms  are 
appended,  providing  for  the  preparation  of  statistics  of  great  value  to  the 
managers  of  any  gas  undertaking.  It  is  practicable  to  compare  the  quantity 
of  gas  produced  with  the  quantity  accounted  for,  and  any  excessive  waste 
at  once  demands  an  inquiry  into  the  nature  of  the  leakage  (see  Form 
No.  2).  It  is  further  practicable  to  ascertain  the  quantity  and  value  of 
gas  made,  and  of  residuals  produced,  per  ton  of  coal  carbonised,  and  so  to 
check  the  use  of  inferior  coal,  or  any  defect  in  manufacture  (see  Form  No.  3). 
A  further  form  is  given  (No.  4)  for  showing  the  consumption  of  gas  and 
the  income  therefrom,  with  the  increase  and  decrease  year  by  year. 

Form  5  gives  the  capital  expenditure  per  million  feet  of  gas  made, 
and  per  thousand  feet  of  gas  sold  over  a  series  of  years,  and  is  instructive 
in  showing  the  value  of  increased  consumption  over  the  area  of  supply.     A 
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further  statement  is  given  (Form  6),  giving  a  detailed  comparison  of  cost 
and  its  relation  to  revenue  over  two  years.  The  form  of  these  tables  may 
be  varied,  and  others  may  be  added  giving  much  useful  information,  but  a 
careful  study  of  the  forms  given  should  enable  any  one  accustomed  to  the 
consideration  of  accounts  to  arrange  a  set  of  books  for  a  gas  undertaking, 
and  to  extract  the  fullest  information  as  to  the  progress  of  the  business. 
No  trade  lends  itself  more  completely  to  a  perfect  analysis  of  the  costs  of 
manufacture  and  of  distribution,  and  of  the  amount  and  sources  of  revenue. 
Legal  enactments  with  regard  to  gas-works  accounts  are  comprised  in 
clause  38  of  the  Gas- Works  Clauses  Act  1847,  and  in  schedule  35  to  the 
Gas- Works  Clauses  Act  1871,  which  read  as  follows : — 

Clause  38  of  the  Go*- Works  Clauses  Act  1847 

And  with  respect  to  the  yearly  receipt  and  expenditure  of  the  undertakers,  be 
it  enacted,  that  tne  undertakers  shall,  in  each  year  after  they  have  begun  to  supply 

fas  under  the  provisions  of  this  or  the  special  Act,  cause  an  account  m  abstract  to 
e  prepared  of  the  total  receipts  and  expenditure  of  all  rents  or  funds  levied  under 
the  powers  of  this  or  the  special  Act  for  the  year  preceding,  under  the  several 
distinct  heads  of  receipt  and  expenditure,  with  a  statement  of  the  balance  of  such 
account  duly  audited  and  certified  by  the  chairman  of  the  undertakers,  and  also 
by  the  auditors  thereof,  if  any ;  ana  a  copy  of  such  annual  account,  if  the  gas- 
works be  situated  in  England  or  Ireland,  shall  be  transmitted  free  of  charge  to  the 
clerk  of  the  peace  for  tne  county  in  which  the  gas-works  are  situate,  and  if  the 
gas-works  be  situated  in  Scotland,  such  copy  shall  be  transmitted  free  of  charge 
as  aforesaid  to  the  sheriff-clerk  of  such  county,  and  such  transmission  shall  be 
made  on  or  before  the  31st  day  of  January  in  each  year,  under  a  penalty  of  twenty 
pounds  for  each  default :  and  the  copy  of  such  account  so  sent  to  the  said  clerk  of 
the  peace,  or  sheriff-clerk,  shall  be  kept  by  him,  and  shall  be  open  to  inspection  by 
all  persons  at  all  seasonable  hours  on  payment  of  one  shilling  for  each  inspection. 

Schedule  35  of  the  Gas-Works  Clauses  Act  1871 

The  undertakers  shall  fill  up  and  forward  to  the  local  authority  of  every  district 
within  the  limits  of  the  special  Act,  on  or  before  the  25th  day  of  March  in  each 
year,  an  annual  statement  of  accounts,  made  up  to  the  31st  day  of  December  then 
next  preceding,  as  near  as  may  be  in  the  form  and  containing  the  particulars 
specified  in  the  Schedule  B  to  this  Act  annexed. 

The  undertakers  shall  keep  copies  of  such  annual  statement  at  their  office,  and 
sell  the  same  to  any  applicant  at  a  price  not  exceeding  one  shilling  for  each  such  copy. 

The  Board  of  Trade,  with  the  consent  of  the  undertakers,  may  alter  the  said 
forms  for  the  purpose  of  adapting  them  to  the  circumstances  of  tne  undertaking, 
or  of  better  carrying  into  effect  the  objects  of  this  section. 

In  case  the  undertakers  make  default  in  complying  with  the  provisions  of  this 
section,  they  shall  be  liable  to  a  penalty  not  exceeding  forty  shillings  for  each  day 
during  which  such  default  continues. 

Schedule  B. — Form  of  Annual  Accounts 

THE  GAS  COMPANY 

Year  e?ided  31  st  December  19 

A— Statement  op  Share  Capital  on  the  31st  December  19 


1. 

Description  of 
Capital. 

2. 
Maximum 
Dividend 
Author- 
ised. 

8. 

Number  of 
Shares 
Issued. 

4. 

Nominal 
Amount 
of  Share. 

5. 

Called 
up  per 
Share. 

6. 

Total 
Paid  up. 

7. 

Amount 

Issued  but 

not  Paid 

up. 

8. 

Remaining 

tobe 

iHsued. 

9. 
Total 
Amount 
Author- 
ised. 

1 
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B.— Statement  of  Loan  Capital  on  the  31st  December  19 


i. 

Description  of  Loan 

(Mortgage  Bond,  Debenture 

Stock,  etc.). 


2. 

Rate  per  cent  of 
Interest. 


3. 

Total  Amounts 

Borrowed  on  31st 

December  19    . 


4. 

Remaining  to  be 
Borrowed. 


Total  Amounts 
Authorised. 


Total 
Total 


share  capital  paid  up  (see  A)    . 
loan  capital  borrowed  (see  B)  . 

Total  capital  received    . 


Dr. 


C— Capital  Account  for  the  Year  ending  31st  December  19 


Cr. 


ture  this 
year. 


ture  to 

31st  Dec. 

19    . 


Total  to 

31st  Dec. 

19    . 


'i 


£  *.  d. 


1.  To    expenditure    to 

31st  December  19  . 
Since  that  date 

2.  To   lands  acquired, 

including  law 
charges 

3.  To   new   buildings, 

manufacturing 
plant,  machines, 
storage  works,  and 
other  structures 
connected  with 
manufacture 

4.  To  new  mains  and 

service  pipes  (not 
being  in  place  of 
old  ones),  includ- 
ing laying  same, 
paving,  and  other 
works  connected 
with  distribution  . 

5.  To  new  meters  (not 

in  place  of  old  ones), 
including  fixing    . 

6.  To  costs  of  promot- 

ing special  Act 

7.  To  special  items  (if 

any) 


Total  expenditure    . 

To  balance  of  capital  account    . 


£  .«.  cf.  ■  £  *.  d. 


1.  By  Ordinary  Shares 
of£      each  . 

2.  By  Ordinary  Shares 
of£      each  . 

3.  By  Preference 
Shares  of  £      each 

4.  By  Debenture  Stock 

5.  By  mortgages  and 
bonds   . 

6.  By  amount  received 
in  anticipation  of 
calls 


Certified 

Receipts, 

81st  Dec. 

19    . 


Received 

during 

year. 


</. 


£  i1.   (/. 


Total  Re- 
ceipts to 
81st  Dec. 
19    . 

£  «.  d. 
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j)r         D. — Revenue  Account  for  the  Year  ended  31st  December  19         qv 


To  Manufacture  of  Gas— 

1.  Coals,    including    dues, 

carriage,  unloading,  and 
all  expenses  of  deposit- 
ing same  on  works 

2.  Purifying  materials,  oil, 

water,  and  sundries  at 
works  . 

3.  Salaries  of  engineers,  in- 

cluding chief  engineer 
(if  any),  superintend- 
ents, and  officers  at 
works  .... 

4.  Wages  and  gratuities  at 

works  .... 

5.  Repairs  and  maintenance 

of   works   and    plants, 
including    renewal    of 
retorts,  machines,  appa- 
ratus,  tools,  materials, 
and  labour   . 


Less  old  materials  sold  . 

To  Distribution  of  Gas — 

6.  Salaries  of  surveyor,  chief 

inspector,  inspectors,  as- 
sistant inspectors,  and 
clerks  in  light  office 

7.  Repair,  maintenance,  and 

renewal  of  mains  and  of 
service  pipes,  including 
materials,  laying  ana 
paving,  and  labour 

8.  Repairing,  renewing,  and 

refixing  meters 

To  Public  Lamps — 

9.  Lighting  and  repairing  . 


£  s.  d. 


£  8.  d. 


To  Rents,  Rates,  and  Taxes — 

10.  Rents  .... 

11.  Rates  and  taxes   . 

To  Management — 

12.  Directors'  allowances  . 
18.  Salaries    of    secretary, 

accountant,  and  clerks, 
office-keepers,  and  mes- 
sengers 

14.  Collectors'    commission 
or  salaries 

15.  Stationery  and  printing 

16.  General    establishment 
charges  and  incidentals 

17.  Auditor 


To  Law  and  Parliamentary 
charges — 

18.  Law     .... 


.—i 


|  By  Sale  of  Gas— 

k  1.  Common  gas  (         cubic 
i         feet),  at     /     per  1000 

cubic  feet     . 
,,  2.  Cannel  gas  (  cubic 

feet),  at     /      per  1000 

cubic  feet     . 

3.  Public  lighting  and  under 
contracts 

4.  Rental  of  meters    . 


By  Residual  products — 

5.  Coke,    less    labour    and 

cartage 

6.  Breeze,  less  labour  and 

cartage 

7.  Tar,     less    labour     and 

cartage 

8.  Ammoniacal  liquor,  less 

labour  and  cartage 


£  «.  d. 


£  «.  (L 


9.  By  Rents 
10.    ,,    Transfer  Fees  . 
,,   other  items  (if  any) 
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2>r     D.— Revenue  Account  for  the  Year  ended  31st  December  19    . — Cont.    Qr 


19.  Parliamentary  opposi- 
tions    .... 

20.  To  Depreciation  fund  for 
works  on  leasehold  lands 
(if  any) 

1  21.  To  Bad  Debts      . 

1         To  other  items  (if  any) 

Total  Expenditure 

1  Balance  carried  to  profit 

and  loss  account  £ 


£  s.  iL 


£  s.  (I 


£  5.  «'.      £  #.  d. 


Total  Receipts    . 


E. — Profit  and  Loss  Account  (Net  Revenue)  for  the  Year  ended 
j)r  31st  December  19  Qr 


1. 

2. 

3. 

4. 
5. 

6. 

i  7. 


To  A  mount  carried  to  Reserved 
Fund  Account  F  (if  any) 
from  profits  of  19 

To  Interest  on  temporary 
loans,  and  moneys  received 
in  anticipation  of  calls 

To  Interest  on  mortgages  and 
bonds  accrued  to  31st  Dec. 
19 

To  Interest  on  debenture  stock 
to  31st  December  19 

To  Half-year's  divi-     £  «.  d. 
dend  on  1st  prefer- 
ential to  30tn  June 
19 

To  Half-year's  divi- 
dend on  2nd  prefer- 
ential to  80tn  June 
19 

To  Half-year's  divi- 
dend on  ordinary 
shares  to  30th  J  une 
19    ,  at     per  cent 


£     s.  <i. 


To  Balance  of  net  profit  to  be 
carried  to  next  account,  sub- 
ject to  half-year's  dividends 
to  31st  December  19 


1. 


2. 


By  Balance  of  net 
profit  brough  t  from 
last  account,  31st 
December  19 

By  Amount  drawn 
from  reserved  fund 
(if  any) 

Less  dividend  paid 
for  the  half-year 
ended  31st  Dec.  19 


£  s.  d. 


3.  By    Balance    brought    from 

Revenue  Account  D,  being 
profit  for  year  to  Deo.  19     . 

4.  By  Interest  on  moneys  de- 

posited        .... 


j)r       F.— Reserved  Fund  Account  for  the  Year  ended  31st  December  19       qv 


1.  Amount  (if  any)  carried  to 

Profit  and  Loss  Account  E 
to  make  up  deficiencies  of 
dividends  to  31st  December 
19 

2.  Amount  paid  forextraordinary 

claim  or  demand  (if  any) 

3.  Amount    of   balance    to    be 

carried  to  next  account 


£    s.  d. 


1.  By  Balance  brought  from  last 

account        .... 

2.  By    Balance     brought   from 

Profit  and  Loss  Account  £  . 

3.  By  Interest  on  amount  in- 

vested .... 


£  «.   d. 


Like  accounts  must  be  given  for  Depreciation  Fund  for  works  on  leaseholds 

(if  any). 
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G. — Statement  of  Coals  during  the  Year  ended  31st  December  19 


Description  of  Coal. 


Common 
Cannel 


In  Store 
Slst  December  19    . 


Tons. 


Received  during     i  Carbonised  or  Used 
Year.  during  Year. 


Tons. 


Tons. 


In  Store 
Slst  December  19 


Tons. 


H. — Statement  of  Eesidual  Products  for  the  Year  ended  31st  December  19 


Description  of  Residual. 


In  Store 
SlHt  Dec.  19 
Estimated. 


Made  during 

Year. 
Estimated. 


Used  in  Manu- 
facture during 
year. 
Estimated. 


Sold  during 
Year. 


In  Store 
Slst  Dec  19 
Estimated. 


I. — General  Balance-Sheet  on  31st  December  19 


1.  Capital  Account — 

Balance  at  credit  thereof 

Account  C. 

2.  Profit  and  Loss  Account — 

Balance  at  credit  thereof 

Account  £. 

3.  Reserved  Fund — 

Balance  at  credit  thereof 

Account  F. 

4.  Depreciation   Fund,    for  works   on 

leasehold  lands — 
Balance  at  credit  thereof 

Account — 

5.  Unpaid  Dividends  .... 

6.  Interest    accrued    and    unpaid    on 

mortgages,  bonds,  and  debenture 
stock,  and  other  loans,  to  31st 
December  19 

7.  Sundry   tradesmen  and  others  for 

amount  due  for  coals,  stores,  etc. 
to  Slst  December  19 

8.  Wages  and  Contingencies — 

Amount  due  to  31st  Dec.  19 
Other  items,  if  any 


£  «.  a*. 


1.  Cash  at  Bankers 

2.  Do.  on  deposit  or  at  in 

terest     . 

3.  Coals  for  stock  on  hand 

31st  December  19 

4.  Coke  and  breeze,  do.  do. 

5.  Tar  and   other  products 

do.  do.  ... 

6.  Sundry  stores,  do.  do. 

7.  Gas    and    meter    rental 

balance  of  this  account 
due  to  the  Company  on 
31st     December     19 
less    deposits    and    pre 
payments 

8.  Coke  and  other  residuals 

do.  do.   . 

9.  Sundry  accounts 

Special  items,  if  any,  in 
eluding  investments 


£  «.  d. 


£   s.    d. 


I 


Form  1 

Gas  Rental  for  Quarter  ending  31st  December  19 

(1) 


Consecutive 
Number. 


Name. 


i  No.  in 
Meter 
Book. 


Index 
19    . 


Index 
Sept. 
19    . 


Gas 
con- 
sumed. 


Rate 

per  1000 

C.  F. 


Amount. 


(2) 


Meter  Rent. 


1 

■  Store  Rent 

I 

£"**£          Total  to  be 

Amrmnt                                   Arrears 

Bad  debts. 

1 

1 

1 

t 

1 
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Form  2 
Statement  of  Gas  made,  Gas  sold,  and  Gas  accounted  for 


Year. 


Quantity 
made. 


Quantity  Sold. 


By 


Public 


Meter.      Lighting. 


Total 

Quantity 

sold. 


Per 

cent 

on 

make. 


Quantity 

used  on 

Works 

and 

Offices. 


Total 

Per 

.Quantity 

Per 

Quantity 

cent 

not 

cent 

accounted 

on 

accounted 

on 

for. 

make. 

for. 

make. 

Form  3 

Comparative  and  Analytical  Statement,  showing  the  Quantity  of 
Coal  and  Cannel  Carbonised,  and  the  Products  obtained  in  their  Manufacture 

0) 


Year. 

Coal  and  Cannel 

Tons. 

i 
Cost  including 
Delivery,  etc. 

Average  cost 
per  Ton. 

Gas  Made. 


Cubic  Feet 


Product 
per  Ton. 


Tons 
Produced. 


Coke  and  Breeze 


Products  in  lbs. 

per  Ton  of  Coal 

and  Cannel. 


(2) 


produced. 

Tar  produced. 

Ammoniacal  Liquor  produced. 

Value  (loss 
Labour). 

Average  selling 
price  per  Ton. 

Gallons. 

Product  in  lbs. 

per  Ton  of  Coal 

and  Cannel. 

Amount. 

Gallons,  10 
ozs.  strength. 

I  Product  in  lbs. 

per  Ton  of  Coal 

and  Cannel. 

Amount. 

Form  4 

Statement  showing  Consumption  of  Gas,  together  with  the  Income  therefrom, 
and  the  Increase  or  Decrease  each  Year  during  the  following  Years 


Year. 


Total  Con- 
sumption 
of  Gas. 


Increase  or 
Decrease 

over  preced- 
ing Year. 


Per- 
centage. 


Total  Income  I  Increase  or 

derived  from  |    Decrease 

Sales  of  Gas  and  over  preced- 

Public  Lighting,  ing  Year. 


Per- 
centage. 


Price  of 

Gas  per 

1000  Cubic 

Feet. 


Average  gross 
Price  of  Gas  per 
1000  Cubic  Feet 

(excluding 
Public  Lighting). 


Form  5 

Statement  showing  the  Capital  Expenditure  (A)  per  Million  Feet  of  Gas 

made;  (B)  per  1000  Feet  of  Gas  sold 


1 

Year. 

Capital  Expenditure. 

Per  Million  Feet 
of  Gas  made. 

Per  1000  Feet  of 
Gas  sold. 
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Form 

Comparative  Statement  showing  Cost  of  Gas  per  1000  Cubic  Feet  of  Gas  made, 

19    ,  and  31st 


Total  Amount. 
19    . 


Manufacture — 

Coals  for  carbonising,  including  carriage,  labour, 

and  all  expenses 

Fuel  for  firing,  including  carriage,  labour,  and  all 

expenses 

Purification  of  gas 

Salaries  at  works 

Wages  at  works 

Repairs  and  maintenance  of  works  and  plants 
Oil,    water,   waste,   and    sundry  manufacturing 

charges 

Distribution — 

Salaries  and  wages 

Repairs  and  maintenance  of  mains  and  services    . 
Repairing,  renewing,  and  affixing  meters 

Public  Lamps — 

Lighting  and  repairing 

Rents,  Bales,  and  Taxes — 

Rents,  rates,  and  taxes 

Manage  ment — 

Salaries  of  secretary  and  clerks    .... 

Collection  of  accounts 

Printing  and  stationery 

General  establishment  charges      .... 

Bank  charges 

Auditors 

Law  and  other  Charges — 

Law  charges  and  negotiations  of  loans 

Bad  debts 

Discounts 

Maintenance,  etc.  of  prepayments,  meters,    and 
fittings 

Gross  Cost  of  Gas 

Less  Residuals — 

Coke  and  breeze  (less  labour)       .... 

Tar 

Ammoniacal  liquor 

[Cyanogen 
Sundries 

Net  Cost  of  Gas 

Add  loss  on  fittings  and  stoves       .... 

Balance  representing  Profit 

Bevenuefrom  Sales  of  Gas 


Total  Amount. 
19    . 


Gazette. — Official  announcements  in  which  the  Crown  or  the 
Government  are  concerned  are  in  England  made  in  the  London  Gazette,  in 
Scotland  in  the  Edinburgh  Gazette,  and  in  Ireland  in  the  Dublin  Gazette. 
By  the  Partnership  Act  of  1890  the  dissolution  of  a  partnership  should  be 
advertised  in  the  London  Gazette  as  to  a  firm  whose  principal  place  of 
business  is  in  England  or  Wales,  in  the  Edinburgh  Gazette  as  to  a  firm 
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and  per  1000  Cubic  Feet  of  Gas  sold  for  the  Financial  Years  ending  31st  December 
December  19 


Per  1000  Cubic  Feet  of  Gas  made 
19    .                            19    . 

Per  1000  Cubic  Feet  of  Gas  sold 
19    .                            19    . 

* 

1 

0.  Holt  Caldicott. 

whose  principal  place  of  business  is  in  Scotland,  and  in  the  Dublin  Gazette 
as  to  a  firm  whose  principal  place  of  business  is  in  Ireland;  and  such 
notice  is  held  to  be  sufficient  notice  of  the  dissolution  of  the  partnership 
so  far  as  persons  who  had  not  dealings  with  the  firm  before  the  date  of  the 
dissolution  or  change  so  advertised  are  concerned.  Notice  of  a  receiving 
order,  or  of  an  order  adjudging  a  debtor  bankrupt,  must  be  advertised  in 
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the  London  Gazette,  and  there  are  other  steps  in  bankruptcy  proceedings 
which  must  be  gazetted. 

General  Average  is  a  contribution  made  by  the  parties  in  a 
combined  adventure  as  to  ship  and  cargo,  towards  the  loss  sustained  by  the 
sacrifice  of  part,  to  avert  a  total  loss,  and  for  the  preservation  of  the 
remainder,  assessed  according  to  the  value  of  what  is  sacrificed  and  what  is 
saved,  in  proportion  to  their  respective  interests.  The  rule  of  the  Rhodian 
law,  from  which  the  doctrine  is  derived,  was  "  if  goods  are  thrown  overboard 
in  order  to  lighten  a  ship  the  loss  incurred  for  the  sake  of  all  shall  be  made 
good  by  the  contribution  of  all." 

Now  the  primary  condition  of  general  average  is  that  there  shall  be  such 
immediate  danger  of  total  loss  as  justifies  a  sacrifice  of  part  in  order  to  pre- 
serve the  remainder.  This  then  implies  that  the  act  of  jettison  is  the  act  of 
man  and  intentional.  If,  therefore,  a  storm  arise  and  sweep  away  part  of 
the  goods  or  deck  fittings  of  the  vessel,  or  snap  the  masts,  although  general 
benefit  may  result,  the  loss  falls  where  it  lights,  and  does  not  come  under 
general  average,  but  is  particular  average  covered  by  insurance  when  such 
exists.  On  the  other  hand  if,  in  such  circumstances,  the  master  in  the 
exercise  of  his  discretion  throws  part  of  the  cargo  overboard,  or  casts  away 
the  masts  to  avert  total  loss,  then  it  is  general  average. 

The  next  material  point  is  that  the  act  of  the  master  must  be  out  of  his 
ordinary  course  of  duty.  Though  the  danger  be  imminent  and  his  efforts  to 
escape  it  be  attended  with  loss,  that  does  not  necessarily  bring  the  loss 
within  the  category  of  general  average  loss  if  the  master  be  only  doing  his 
ordinary  duty.  Thus  though  a  vessel  be  in  danger  of  being  captured  by  a 
pirate,  and  through  stress  of  action  to  escape  break  a  mast,  injure  her  rigging, 
or  otherwise  sustain  damage,  the  loss  falls  on  the  owners,  as  it  was  the 
master's  duty  to  prevent  capture.  So  likewise,  if  in  time  of  war  an  enemy's 
vessel  endeavours  to  capture  the  ship  and  cargo,  and  the  vessel  sustain 
similar  damage,  or  being  a  steamer  burst  a  boiler,  break  a  shaft,  or  sustain  any 
such  damage,  that  also  falls  on  the  owner,  and  is  not  a  general  average  loss. 
If,  however,  in  order  to  avert  total  loss  the  master  cuts  away  the  mast  and 
rigging,  or  throws  part  of  the  cargo  overboard,  that  is  general  average. 

Again,  the  sacrifice  must  be  made  for  the  benefit  of  the  common  adven- 
ture, so  that  if  there  be  not  a  common  danger,  or  if  the  sacrifice  be  not  made 
for  the  common  benefit,  then  no  common  contribution  is  exigible.  A  ship 
carrying  grain  was  seized  by  a  hungry  mob  for  the  grain,  and  the  master  to 
reduce  the  loss  sold  the  grain  at  a  sacrifice.  It  was  held  that  as  this  was 
done  merely  for  the  cargo,  it  alone  should  bear  the  loss. 

This  last  case  illustrates  to  some  extent  another  proposition,  that  the 
sacrifice  must  be  made  to  avert  a  total  loss.  The  law  places  a  wide  dis- 
cretion in  the  hands  of  the  master,  but  he  is  not  entitled  to  sacrifice  one 
interest  merely  to  save  another.  It  is  the  imminent  danger  of  entire  loss 
of  the  whole  subject  of  adventure  which  gives  the  master  the  discretion  to 
sacrifice  part  to  save  the  whole. 

From  this  it  almost  follows  that  the  sacrifice  made  must  be  the  only 
alternative.  Unless  this  were  so,  the  sacrifice  would  not  be  absolutely 
necessary,  and  might  be  worthless.  On  the  other  hand,  if  there  were 
another  alternative  then  the  danger  of  total  loss  is  not  so  immediate  as  to 
justify  the  sacrifice. 

Success,  however,  is  not  necessary  to  entitle  the  act  to  be  one  of  general 
average.  If  the  master  act  reasonably,  and  be  justified  in  making  the 
sacrifice,  that  is  all  the  law  requires. 
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The  question  as  to  what  losses  sustained  during  the  voyage  come  under 
the  head  of  general  average  is  attended  with  a  good  deal  of  difficulty. 
Where  the  cargo  is  thrown  overboard  for  the  general  benefit,  if  it  be  done 
justifiably,  the  merchant  is  entitled  to  contribution  on  the  principle  of  general 
average,  but  if  not  the  loss  falls  on  the  owners  of  the  cargo.  As  a  general 
rule  cargo  carried  on  deck  is  not  entitled  to  contribution  in  general  average. 

So  also  when  any  part  of  the  ship's  apparelling  is  sacrificed  for  the 
common  benefit,  that  is  entitled  to  be  classed  under  general  average,  but 
repairs,  if  these  be  not  necessary  in  respect  of  a  voluntary  sacrifice  made  for 
the  common  benefit,  fall  on  the  shipowner  alone. 

So  likewise  the  question  as  to  what  is  to  contribute  is  attended  with  a 
great  deal  of  difficulty.  The  general  rule  is  "  that  of  all  the  property  in  the 
expedition  and  ultimately  saved,  including  freight,  that  only  contributes  to 
the  loss  which  encountered  the  risk  and  shared  in  the  benefit."  This 
embraces  all  merchandise  carried  by  the  ship,  including  the  goods  thrown 
overboard  as  well  as  the  freight  thereof.  It  likewise  embraces  deck  cargo, 
although  the  value  of  that  deck  cargo  may  not  be  the  object  of  a  general 
average  contribution.  The  ship  likewise  contributes,  and  so  much  of  the 
freight  as  is  directly  benefited  by  the  sacrifice. 

"  The  adjustment  of  the  loss  proceeds  on  the  principle  of  distributing 
the  burden  among  the  contributors  in  proportion  to  their  several  interests 
benefited  by  the  sacrifice  and  surviving  the  voyage.  He  whose  property 
was  sacrificed  abates  from  the  payment  in  like  proportion.  No  one  is 
thereby  better  or  worse  than  another  of  all  those  who  had  embarked  their 
property,  ship,  or  merchandise  in  the  expedition."  The  goods  are  taken  at 
their  market  value  at  the  port  of  destination,  or  where  the  ship  necessarily 
arrives,  deducting  duties,  freight,  and  landing  expenses.  Freight  contributes 
on  all  that  was  subject  to  risk  when  relief  became  necessary,  excluding 
freight  on  goods  discharged  prior  to  that  time  and  also  that  paid  in  advance. 
The  ship  contributes  in  respect  of  her  value  at  the  time  of  the  risk,  but  if 
the  contribution  be  for  a  loss  by  the  sacrifice  of  property  in  the  expedition, 
it  is  her  actual  worth  when  she  arrives  which  forms  the  criterion. 

A  concrete  case  will  best  illustrate  a  general  average  statement.  "  Let 
it  be  supposed  that  it  became  necessary  in  the  Downs  to  cut  the  cable  of  a 
ship  destined  for  Hull ;  that  the  ship  afterwards  struck  upon  the  Goodwin 
Sands,  which  compelled  the  master  to  cut  away  his  masts  and  cast  over- 
board part  of  the  cargo,  in  which  operation  another  part  was  injured ;  and 
that  the  ship,  being  cleared  from  the  Sands,  was  forced  to  take  refuge  in 
Ramsgate  Harbour  to  avoid  the  further  effects  of  the  storm. 


Amount  of  Losses 

Goods  of  A  cast  overboard  .        .  £500 

Damage  of  the  goods  of  B  by  the  jettison  200 
Freight  of  the  goods  cast  overboard  .  100 
Price  of  a  new  cable,  anchor,  and  mast 

£300 
Deduct  one-third .  .    100 


200 


Value  of  Articles  to  Contribute 


Expense  of  bringing  the  ship  off  the 

sands 

Pilotage  and  port  dues  going  into  the 
harbour  ana  out,  and  commission  to 
the  agent  who  made  the  disbursements 

Expenses  there 25 

Adjusting  this  average  ....        4 
Postage 1 


50 


100 


Total  of  losses 


£1180 


Goods  of  A  cast  overboard 

Sound  value  of  goods  of  B,  deducting 
freight  and  charges 

Goods  of  C 

OfD 

Goods  of  E 

Value  of  the  ship,  deducting  pro- 
visions and  stores,  wear  and  tear  of 
the  voyage,  and  previous  partial 
losses    

Clear  freight,  deducting  wages 


£500 

1,003 

500 

2,000 

5,000 


2,000 
800 


Total  of  contributory  values  .  £11,800 
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Then  £11,800 :  £1180 : :  £100 :  £10. 

That  is,  each  person  will  lose  10  per  cent  upon  the  value  of  his  interest 
in  the  cargo,  ship,  or  freight. 


Therefore  A  loses 
B 
C 
D 

E     „ 
The  owners  lose 


it 


ft 


£50 
100 
50 
200 
500 
280 


Total £1180 


Which  is  the  exact  amount  of  the  losses. 

Upon  this  calculation  the  owners  are  to  lose  £28(F,  but  they  are  to 
receive  from  the  contributions  £380  to  make  good  their  disbursements,  and 
£100  more  for  the  freight  of  the  goods  thrown  overboard,  or  £480  minus 
£280. 


They  therefore  are  actually  to  receive 

A  is  to  contribute  £50,  but  has  lost  £500  ;  therefore  A  is  to  receive 
B  is  to  contribute  £100,  but  has  lost  £200  ;  therefore  B  is  to  receive 

Total  to  be  actually  received 

On  the  other  hand  C,  D,  and  £  have  lost  nothing,  and  are  to  pay  as 
before,  viz 

Total  to  be  actually  paid      .... 


.  £200 
.  450 
.     100 

.  £750 

£50 
200 
500 

.  £7M) 


Which  is  exactly  equal  to  the  total  to  be  actually  received,  and  must  be  paid 
by  and  to  each  person  in  ratable  proportion,  to  be  ascertained  by  another 
calculation  with  which  it  is  unnecessary  to  trouble  the  reader." 

Maclachlax  on  Shipping,  4th  ed.  p.  727.     See  also  Abbott  on  Shipping,  and  Maude  and 
Pollock  on  Shipping. 

General  Meeting. — Companies  registered  under  the  Companies 
Act  must  hold  a  general  meeting  once  at  least  in  every  year,  i.e.  between 
1st  January  and  31st  December  both  days  inclusive.  The  Directors'  report, 
the  balance-sheet  and  accounts,  the  declaration  of  a  dividend,  and  the 
election  of  directors  and  auditors,  is  the  business  usually  conducted  at  this 
meeting. 

Every  company  limited  by  shares  and  registered  on  or  after  1st  January 
1901  must  hold  a  general  meeting  of  the  members  not  less  than  one  month, 
nor  more  than  three  months  from  the  date  at  which  it  is  entitled  to 
commence  businesa     This  meeting  is  known  as  the  statutory  meeting. 

Seven  days'  notice  is  the  usual  regulation  prevailing  in  companies,  and 
failing  any  such  regulation,  this  is  the  period  mentioned  in  the  Companies 
Act  1862.    See  «  Company." 

Geometrical  Mean.    See  Geometrical  Progression. 

Geometrical  Progression. — Quantities  are  said  to  be  in 
geometrical  progression  when  the  ratio  of  each  term  to  the  preceding  term 
is  the  same.  This  ratio  is  called  the  common  ratio  or  constant  factor,  and 
is  obtained  by  dividing  any  term  by  the  preceding  value. 

Thus  the  following  series  proceeds  in  geometrical  progression : — 

2,  6,  18,  54,  etc. 
the  common  ratio  being  3. 


GEOMETRICAL  PROGRESSION  191 

Another  example  would  be 

112       4 
2'  "  3'  +  9'  ~  27' 

2 
the  common  ratio  in  this  case  being  -  .r. 

\  The  general  form  of  a  geometrical  progression  series  is 

a,  ar,  ar2,  ar3,  etc. 

Examining  the  general  series,  we  observe  that  the  several  terms  differ 
from  each  other  only  as  regards  the  power  of  r.  This  power  is  always  less 
by  unity  than  the  number  of  the  term.  Thus  the  third  term  is  ar2,  the 
tenth  term  wfi,  and  generally  the  nth  term  of  the  series  will  be  arn_1. 
Denoting  the  last  term  by  Z,  we  have 

l^ar*'1 (1) 

When  three  quantities  are  in  geometrical  progression  the  middle  term 
is  called  the  geometric  mean  between  the  other  two.  To  find  the  geometric 
mean  between  a  and  b.  Let  G  denote  this  value.  Then  a,  G,  and  b  are 
in  geometrical  progression,  and  by  definition  we  have 


G 

a 

h 
=  G' 

G2  = 

=  ab 

G  = 

\'ab- 

Multiplying  across,  we  have 

and 

To  insert  p  geometric  means  between  a  and  b. 

Assuming  the  p  intermediate  terms  to  be  inserted,  we  would  then  have 
(j>  +  2)  terms  of  which  a  is  the  first  and  b  the  (p  +  2)th ;  b  is  therefore  equal 
to  arP+1  where  r  is  the  common  ratio. 

Solving  for  r,  we  have 

a 


and 


-  ©*• 


The  geometric  means  will  therefore  be 

ar,  ar2,  ar3, ar**, 


where  r  has  the  value 


&*■ 


To  find  the  sum  of  a  series  of  numbers  which  proceed  in  geometrical 
progression. 

Let  a  denote  the  first  term,  r  the  common  ratio,  n  the  number  of  terms, 
and  8  the  sum. 

We  here  have 

8  =  a^ar  +  ar2  +  a7A+ +arn~1. 

Multiplying  both  sides  by  r,  we  have 

r8  =  ar  +  ar2  +  a7*+ +arn~1  +  arn. 
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Subtracting  the  first  equation  from  the  second, 

s(r  -  1)  =  arn  -  a 

,  a(rn  - 1)  ,0. 

and  s  =  -> — -=-■*  .         •     (2) 

r-  1  v  ' 

This  equation  may  also  be  written  in  the  form 

S  =  — z .....       C  O  ) 

1  -r  x  ' 

which  is  the  more  convenient  formula  to  apply  when  r  the  common  ratio 
is  less  than  unity. 

By  formula  (2)  we  have 

a(rn  -•  1) 
r-  1 

_r .  arn"1  -a 
=       r-1 

=  >  -.  i w 

Since  I  =  arn~l  (see  formula  (1)). 

This  formula  expresses  the  sum  of  a  geometrical  progression  in  terms  of  the 
first  and  last  terms  and  the  common  ratio. 
Formula  (3)  may  be  written  in  the  form 

a         arn 
1 -r     1 -r 

Now  if  r  be  less  than  unity,  it  follows  that  rn,  and  therefore  -       ,  will 

1  —  T 

diminish  as  n  increases,  and  will  become  infinitely  small,  approaching  to 
zero,  if  n  be  made  infinitely  great.  Expressed  in  another  form,  we  may 
say  that  the  sum  of  a  geometrical  progression  series  to  infinity  is 

8 =i  z.        '  .  •  •  .  •(D) 

1  -  r  K  ' 

Recurring  decimals  form  an  illustration  of  a  geometrical  progression 
series.  Thus  let  M  denote  the  non-recurring  portion  of  the  decimal  con- 
sisting of  m  figures,  N  the  recurring  portion  of  the  decimal  consisting  of  n 
figures,  x  the  value  of  the  decimal. 

Thus 


X 

=  • MNNN .  .  . 

M 

10m 

N 
+  10m+n  + 

N 

N 

j[Qin+3n 

+ 

M 

10'" 

JQm+n 

•        •        • 


10" 

(making  use  of  the  formula  for  the  sum  of  a  geometrical  progression  to 
infinity), 

_N 

M         10m 
which  is  equal  to  ^     +  y     -y 
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M(10»-l)  +  N 
lO'^lO*  - 1 

M(10n)  +  N-M 

iom_(ion  - 1) 

MN-M 

"  io™(io»  - 1) 

since  MN  =  (M  x  10n)  +  N. 

The  method  of  obtaining  the  same  result  in  arithmetic  is  as  follows : — 

*=-.MNNN 

Therefore  x  x  10m  =  M  .  NNN 

and  x  x  10m+n  =  MN  •  NUN 

Subtracting  the  second  equation  from  the  third,  we  have 

a(10m+n  -  10m)  =  MN  -  M 

,  MN-M 

and  x  =  </x   y</v r-r. 

lO^lO"-!) 

Hence  the  rule : — For  the  numerator  subtract  the  integral  number  consist- 
ing of  the  non-recurring  figures  from  the  integral  number  forming  the 
decimal  For  the  denominator  put  as  many  nines  as  there  are  recurring 
figures,  followed  by  as  may  ciphers  as  there  are  non-recurring  figures. 

As  an  example,  to  find  the  value  of  *67856. 
Applying  the  rule,  we  have 

67856  -  67 
X        99900 
_ 67789 
"  99900' 
To  find  the  sum  of  the  series 

a  +  (a+&)r  +  (a  +  26)r2  + +  (a  +  n  -  l&)rn"1, 

the  series  here  represented    being  a    combination   of    arithmetical  and 
geometrical  progression. 
We  have 

8  =  a  +  (a  +  b)r  +  (a+  26)r2  +  .  .  .  .  +  (a  +  n-  lb)rn"\ 

Multiplying  both  sides  by  r,  we  have 

rs  =  ar  +  (a  +  bjr2  + .  .  .  .  +  (a  +  n  -  2bjrn~l  +  (a  +  n  -  lb)rn. 

Subtracting  the  second  equation  from  the  first,  we  have 

s(l  -r)  =  a  +  br  +  br2  + .  .  .  .  +  bfn'1  -(a  +  n-  lby* 

=  a  +     v    _ 1  -  (a  +  n  -  16)rn 

and  a       brjl-r^)    (a  +  ^jby* 

If,  again,  we  were  to  sum  the  series  to  infinity,  we  would  have 

«(l-r)  =  a  +  &r  +  Jr2  +  6r8  + 

vol.  in  **  13 
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br 

where  r  is  assumed  to  be  less  than  unity, 

and  *  =  1^  +  (T~T7)2  ■     (7) 

The  same  result  could  have  been  obtained  from  formula  (6)  by  omitting  the 
terms  involving  rn,  since  by  the  terms  of  the  question  n  is  infinitely  great, 
and  rn  will  under  these  conditions  approximate  to  zero. 

W.  A.  Robertson. 

Gift. — A  voluntary  transfer  of  property.  There  is  no  restriction  in 
English  law  to  the  power  to  deal  with  property  by  way  of  gift  except  in 
the  case  of  gifts  to  the  prejudice  of  creditors.  Gifts  may  be  set  aside 
where  they  are  to  the  prejudice  of  creditors  under  the  provisions  of  the 
Bankruptcy  Act,  and  also  under  one  of  the  statutes  of  Elizabeth  against 
voluntary  conveyances. 

Gilt-Edged  Securities. — A  common  expression  used  to  de- 
scribe stocks  upon  which  the  interest  is  as  safe  as  it  is  possible  for  any 
income-producing  investment  to  be — such  as  consols  and  municipal  cor- 
poration stocks. 

Gold  (Monetary). — Gold  is  practically  the  universal  standard 
of  value  and  medium  of  exchange.  In  order  that  gold  may  be  the  true 
standard  of  value  in  any  country  the  following  regulations  must  obtain : — 

1.  Weight  and  Fineness. — The  gold  coins  in  circulation  must  deviate 
within  very  narrow  and  fixed  limits  from  a  well-known  standard  of  weight 
and  fineness,  and  provision  must  be  made  for  the  withdrawal  from  circula- 
tion of  all  coins  which  become  light  through  wear  and  tear. 

2.  Free  Coinage. — A  provision  must  further  be  made  that  any  one 
bringing  gold  bullion  to  the  Mint  must  have  the  right  to  receive  in  return 
an  equivalent  value  in  coins.  If  the  coinage  is  not  free  the  result  may  be 
a  certain  restriction  upon  the  production  of  the  coinage,  and  thus  its  value 
may  be  raised  above  bullion  value. 

3.  There  must  further  be  no  restriction  upon  the  exportation  of  the 
coins  nor  upon  the  melting  of  them.  Any  such  restriction  would  have  the 
tendency  to  cause  at  certain  periods  the  supply  of  coins  to  exceed  the 
demand,  and  their  value  might  thus  be  below  bullion  value. 

Under  these  provisions,  and  where  the  laws  of  the  country  enact  that 
such  gold  coins  shall  be  unlimited  legal  tender  in  payment  of  debts  con- 
tracted in  terms  of  the  currency  of  the  country,  gold  becomes  the  standard 
of  value,  and  the  other  coins  used  in  the  circulation  practically  become 
token  money,  and  represent  definite  multiples  or  fractions  of  the  standard 
gold  coins. 

Where  silver,  as  well  as  gold,  is  freely  coined,  and  where  both  metals 
at  a  fixed  ratio  are  unlimited  legal  tender  in  the  payment  of  all  debts, 
there  is  a  bi-metallic  standard  of  value.  A  certain  number  of  silver  units 
is  held  to  be  equivalent  to  the  gold  unit,  so  as  to  produce  the  joint  standard. 
There  was  a  joint  standard  of  the  requisite  constitution  in  force  in  France 
from  1803  to  1874.  In  the  cities  of  ancient  Greece  gold  and  silver  coins 
were  circulated  at  the  fixed  rate  of  12  J  to  1,  and  under  the  Roman 
Republic  and  early  Empire  both  metals  were  circulated  at  a  fixed  rate.    It 
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cannot  now  be  ascertained  whether  the  Greek  and  Roman  coinage  was  a 
true  double  standard,  as  no  particulars  are  known  with  regard  to  the 
regulations  of  their  mint,  and  the  probability  is  that  the  two  metals  were 
circulated  at  a  fixed  ratio  and  at  a  price  above  their  bullion  value.  In  the 
Middle  Ages,  and  in  fact  until  recent  years,  silver  was  the  standard 
generally  adopted  in  Europe. 

Where  both  silver  and  gold  are  coined  freely  and  allowed  to  circulate 
at  no  fixed  rate,  one  metal  is  gradually  adopted  by  custom  as  the  standard 
of  value,  and  the  relative  value  of  the  other  metal  is  fixed  by  private 
agreement.  This  system  is  known  as  un-rated  bi-metallism,  and  gives  rise 
to  considerable  confusion.  In  England  between  1660  and  1717,  guineas  of 
the  nominal  value  of  20s.  were  freely  coined,  and  also  silver  coins  at  the 
rate  of  20s.  to  the  £1.  The  silver  coins,  however,  were  so  over-rated  that 
no  one  would  give  guineas  for  them,  but  would  only  exchange  at  rates 
varying  from  22s.  to  30s. 

In  1816  this  country  adopted,  chiefly  through  the  exertions  of  Lord 
Liverpool,  gold  as  the  sole  standard,  and  since  1872.  most  of  the  other 
countries  have  adopted  gold. 

The  stock  of  gold  in  existence  is  estimated  to  be  about  one  thousand 
million  sterling. 

The  mints  of  the  world  are  open  to  receive  gold  in  unlimited  quantities 
at  a  price  fixed  by  law.  Each  mint  has  different  minor  regulations,  but 
they  all  agree  in  holding  out  an  unlimited  demand  at  a  fixed  rate  or  price. 
In  this  country  the  mint,  according  to  the  Act  of  1870,  is  bound  to  accept 
gold  bullion  when  sent  in  parcels  of  not  less  than  £100  value.  The  gold 
may  be  refused  if  the  standard  value  of  the  whole  bullion  is  less  than  its 
gross  weight,  requiring  a  portion  of  it  to  be  refined  in  order  to  bring  it  to 
standard  fineness.  If  the  assay  reports  show  that  the  ingots  are  brittle 
or  contain  iridium,  they  may  also  be  refused.  When  the  bullion  is  found 
to  be  916*6,  or  ll-12ths  fine,  the  full  mint  rate  of  £3  :  17 :  10£  per  ounce  is 
paid  for  it ;  but  this  sum  is  not  paid  until  the  bullion  has  been  actually 
coined  by  the  mint.  Any  one  having  bullion,  however,  to  dispose  of  can  do 
so  by  going  to  the  Bank  of  England,  where  he  receives  its  value  immediately 
upon  the  announcement  of  the  results  of  the  assay  by  the  Bank  at  the  rate 
of  £3  :  17 :  9  per  ounce,  or  l^d  per  ounce  less  than  the  mint  rate.  As  a 
matter  of  fact  the  Bank  of  England  receives  all  the  bullion  intended  for 
the  mint,  and  pays  this  rate  for  it,  or  a  slight  advance  upon  this  rate 
according  to  the  state  of  the  money  market,  but  never  more  than  £3 :  17 :  10. 
The  cost  of  assaying  is  4s.  6d.  per  bar  of  204  oz.  Under  the  Coinage  Act 
of  1891  light-weight  coins  within  the  limits  of  reasonable  wear  and  tear 
prescribed  by  law  are  received  at  the  mint  at  their  face  value ;  formerly 
such  coins  were  dealt  with  merely  as  bullion. 

Gold  Points  In  the  Foreign  Exchanges.— The  rates 

of  exchange  between  two  countries  are  for  bills  of  exchange,  and  the  price 
quoted  includes  not  only  the  equivalent  of  the  money  transferred,  but  an 
allowance  for  interest  and  a  charge  which  the  seller  makes  with  the  view  of 
securing  a  profit.  The  amount  of  the  charge  made  by  the  seller  or  the 
premium  which  he  secures  varies  inversely  with  the  total  amount  of  bills  of 
exchange  in  the  market  and  the  demand  for  them.  This  premium,  however, 
cannot  rise  much  above  the  cost  of  transferring  bullion,  because  if  it  did  it 
would  pay  to  remit  the  actual  coin  rather  than  purchase  a  draft.  The 
cost  of  remitting  gold  between  London  and  Paris  is  about  \  per  cent,  or  4 
per  mille,  Berlin,  about  5  per  mille,  and  New  York  about  5  per  mille.     By 
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adding  or  deducting  these  rates  to  or  from  the  mint  par  the  gold  point  or 
bullion  point  is  arrived  at,  and  that  point  is  therefore  the  rate  at  which  it 
pays  to  remit  bullion  one  way  or  the  other.  The  following  are  the  gold 
points  for  bills  of  exchange  on  the  London  Exchange  with  the  chief  foreign 
exchanges : — 


London  on 

Mint  Par. 

Gold  Exports. 

Gold  Imports, 

Paris 

Fes.   25  22J 

25'12J 

25-32£ 

Berlin 

Mks.  20'43 

20-33 

20*52 

Amsterdam 

Fl.     12*10 

12-04 

12-15 

Copenhagen 
New  York 

Kr.     18*16 

18-07 

18-23 

$         4-87 

4-83 

4-89 

Goodwill. — Definition. — When  considering  the  term  goodwill  the 
precise  circumstances  of  the  particular  case  and  the  class  of  business  in 
question  are  of  importance.  This  being  so,  the  varying  classes  of  businesses 
to  which  goodwill  applies  render  it  difficult,  if  not  impossible,  to  give  one 
definition  which  would  be  complete  and  satisfactory  for  all  cases.  Conse- 
quently several  of  the  various  definitions  (many  of  which  are  really 
"  descriptions ")  which  have  been  given  from  time  to  time  are  deemed 
necessary  for  a  thorough  comprehension  of  the  subject,  for  goodwill  may  be 
wholly,  or  in  part,  a  question  of  locality,  or  of  specific  premises,  of  reputa- 
tion, of  quality  of  goods,  or  a  matter  of  name  only. 

Goodwill  is  property,  and  as  such  may  be  made  the  subject  of  sale,  gift, 
mortgage,  or  bequest.  Agreements  for  the  sale  or  conveyance  thereof  are 
subject  to  ad  valorem  stamp  duty  {Commissioners  v.  Angus  &  Co.,  Ltd., 
23  Q.B.D.  579). 

Whether  goodwill  is  realty  or  personalty  depends  upon  the  nature  of 
the  property  to  which  it  is  attached  and  upon  other  affecting  circumstances. 

Goodwill  was  recognised  as  an  asset  in  the  Courts  at  least  as  early  as 
1743,  but  one  of  the  earliest  legal  definitions  of  the  present  subject  was 
that  in  Cutwell  v.  Lye  (1810,  17  Ves.  335),  when  Lord  Eldon  said,  "  Good- 
will is  nothing  more  than  the  probability  that  the  old  customers  will  resort 
to  the  old  place." 

In  this  case,  however,  the  business  was  that  of  a  waggoner  or  carrier, 
and  the  value  of  the  goodwill  depended  almost  wholly  upon  locality,  but 
obviously  this  would  not  always  be  the  chief  consideration,  and  some  years 
later,  in  the  case  of  Churton  v.  Douglas  (1859,  28  L.J.  Ch.  841),  Vice- 
Chancellor  Wood  said — "  Lord  Eldon  did  not  mean  to  confine  the  rights 
involved  in  the  term  goodwill  to  the  advantage  of  occupying  premises  to 
which  customers  were  in  the  habit  of  going.  Goodwill,  the  V.-C.  proceeded, 
"  must  mean  every  advantage  (affirmative  advantage,  if  I  may  so  express  it," 
as  contrasted  with  the  negative  advantage  of  the  vendor  not  carrying  on 
the  business  himself)  that  has  been  acquired  by  the  old  firm  by  carrying  on 
its  business,  everything  connected  with  the  premises  and  the  name  of  the 
firm,  and  everything  connected  with  or  carrying  with  it  the  benefits  of  the 
business." 

Commenting  with  all  deference  upon  the  parenthesis  in  the  foregoing 
definition,  it  is  submitted  that  the  question  as  to  whether  the  negative 
advantage  referred  to  is,  or  is  not,  to  form  part  of  the  advantages  implied  in 
the  term  goodwill  is  of  great  importance  when  it  is  necessary  to  place  a 
value  upon  the  goodwill  in  a  particular  case.  Further  definitions  or 
descriptions  of  goodwill  are  appended: — 

"  Goodwill  is  the  benefit  arising  from  connection  and  reputation " 
(Iindley  on  Partnership,  p.  441). 
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"  Goodwill  is  the  advantage  or  benefit  which  is  acquired  by  an  establish- 
ment beyond  the  mere  value  of  the  capital  stock,  funds,  or  property 
employed  therein  in  consequence  of  the  general  public  patronage  and 
encouragement  which  it  receives  from  constant  or  habitual  customers  on 
account  of  its  local  position,  or  common  celebrity,  or  reputation  for  skill,  or 
affluence,  or  punctuality,  or  from  the  accidental  circumstances  and  neces- 
sities, or  even  from  partialities  or  prejudices  "  (Story). 

In  the  case  of  the  Commissioners  of  Inland  Revenue  v.  Mutter  (App. 
Cas.  1901,  p.  217),  the  question  as  to  whether  the  words  "property  locally 
situate"  used  in  the  Stamp  Act,  1891,  could  be  applied  to  goodwill  was 
decided  in  the  affirmative,  and  the  following  extracts  from  thesfatements 
made  by  the  law  lords  are  important.  Lord  Macnaghten^Hf-"  What 
is  goodwill  ?  It  is  a  thing  very  easy  to  describe,  very  difficu^^Hft/?7ie.  It 
is  the  benefit  and  advantage  of  the  good  name,  reputation,  anoconnection 
of  a  business.  It  is  the  attractive  force  which  brings  in  custom.  It  is  the 
one  thing  which  distinguishes  an  old-established  business  from  a  new 
business  at  its  first  start.  The  goodwill  of  a  business  must  emanate  from  a 
particular  centre  or  source.  However  widely  extended  or  diffused  its 
influence  may  be,  goodwill  is  worth  nothing  unless  it  has  power  of  attrac- 
tion sufficient  to  bring  customers  home  to  the  source  from  which  it 
emanates.  Goodwill  is  composed  of  a  variety  of  elements.  It  differs  in  its 
composition  in  different  trades  and  in  different  businesses  in  the  same 
trade.  One  element  may  preponderate  here  and  another  element  there.  .  .  . 
For  my  part,  I  think  that  if  there  is  one  attribute  common  to  all  cases  of 
goodwill  it  is  the  attribute  of  locality,  for  goodwill  has  no  independent 
existence.  It  cannot  subsist  by  itself.  It  must  be  attached  to  a  business. 
Destroy  the  business  and  the  goodwill  perishes  with  it,  though  elements 
remain  which  perhaps  may  be  gathered  up  and  be  revived  again.  No 
doubt,  where  the  reputation  of  a  business  is  very  widely  spread,  or  where  it 
is  the  article  produced  rathor  than  the  producer  of  the  article  that  has  won 
popular  favour,  it  may  be  difficult  to  localise  goodwill." 

Lord  Eobertson  said — "  I  confess  I  find  no  repugnancy  in  affirming  of 
the  goodwill  of  a  business  that  it  is  locally  situate  somewhere.  It  is,  I 
should  say,  locally  situate  within  the  geographical  limits  which  comprehend 
the  seat  of  the  trade,  and  the  trade.  Lord  Iindley  said : — "  Goodwill  is 
only  taxable  as  property,  and  the  legal  conception  of  property  appears  to 
me  to  involve  the  legal  conception  of  existence  somewhere.  Incorporeal 
property  has  no  existence  in  nature,  and  has,  physically  speaking,  no 
locality  at  all.  We,  however,  are  dealing  not  with  anything  which  in  fact 
fills  a  portion  of  space,  but  with  a  legal  conception,  or,  in  other  words, 
with  rights  regarded  as  property.  But  to  talk  of  property  as  existing 
nowhere  is  to  use  language  which  to  me  is  unintelligible." 

Mr.  T.  M.  Stevens,  D.C.L.,  summarises  the  various  definitions  of  good- 
will thus : — "  All  that  can  be  gathered  from  the  various  definitions  is,  that 
where  the  locality  of  the  business  premises  make  the  trade,  goodwill 
represents  the  advantage  derived  from  the  chance  that  customers  will 
frequent  the  premises  in  which  the  business  has  been  carried  on ;  that  where 
the  business  is  one  which  depends  upon  the  reputation  of  a  firm  the  goodwill 
consists  of  the  advantage  which  the  owner  derives  from  being  allowed  to 
represent  himself  as  such;  that  where  the  business  is  due  to  the  in- 
dividuality of  the  owner,  and  where  its  reputation  cannot  be  separated 
from  his,  the  goodwill  is  all  but  non-existent ;  and  that  where  the  value  of 
the  business  depends  upon  the  business  connection,  the  goodwill  consists  of 
the  right  to  be  properly  introduced  to  those  connections." 
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Mr.  L.  R.  Dicksee,  F.C.A.,  in  discussing  the  basis  of  value  of  goodwill, 
says  that — "  When  a  man  pays  for  goodwill  he  pays  for  something  which 
places  him  in  the  position  of  being  able  to  earn  more  money  than  he  would 
be  able  to  do  by  his  own  undivided  efForts.,, 

Mr.  E.  Guthrie,  F.C.A.,  has  said — "  The  term  goodwill  is  a  very  natural 
one,  and,  I  think,  indicates  what  is  meant  better  than  any  other  word 
would  do.  It  represents  the  goodwill  with  which  the  person,  the  place,  the 
name,  or  the  association  is  regarded.  It  assures  the  direction  of  the  foot- 
steps of  customers  towards  the  customary  place,  that  involuntary  cerebra- 
tion, as  the  philosopher  puts  it,  whereby  the  act  of  walking  is  performed 
without  conscious  exertion  of  the  will  It  is  a  magnetism  generated  in 
and  aboi^fcAcerson  and  his  entourage — sometimes  exerted  solely  from 
within,  sJHBies  exerted  solely  from  without,  but  most  generally  partly 
from  withu^md  partly  from  without." 

Sale. — The  purchaser  of  a  goodwill  of  a  business  acquires  the  right  to 
represent  himself  as  being  the  successor  to  the  business  in  question, 
and  (ordinarily)  he  may  use  the  trade  name  by  which  the  business  has 
become  known  {Levy  v.  Walker,  1879,  10  Ch.  D.  436),  but  he  will  not 
be  permitted  to  use  the  old  name  in  such  a  manner  as  would  render 
the  vendor  liable  for  any  debts  incurred  by  the  purchaser  in  the  old 
name  (Thynne  v.  Shove,  1890,  45  Ch.  D.  577).  Per  contra  the  vendor 
may  be  restrained  from  continuing  to  trade  in  his  own  name  if  it  was 
in  that  name  that  he  formerly  carried  on  the  business,  £nd  it  can  be 
shown  (1)  that  he  is  attempting  to  deceive  the  public  into  the  belief  that 
he  is  still  the  owner  of  the  old  business ;  or  (2)  that  it  would  be  impossible 
to  so  trade  without  misleading  the  public  (Cash  Limited  v.  Cash,  110  L.T. 
427).  Nor  can  the  vendor  of  the  goodwill  of  a  business  set  up  another 
business  under  any  name  which  might  lead  people  to  infer  that  he  was  still 
carrying  on  the  old  business,  and  in  particular  the  vendor  may  not  person- 
ally or  by  circular  solicit  the  customers  of  his  former  business,  and  so 
deteriorate  the  value  of  the  goodwill  he  has  sold.  But  he  may  publicly 
advertise  the  fact  that  he  has  commenced  a  new  business,  for  the  restrictions 
imposed  upon  the  vendor  by  the  general  law  (as  distinguished  from  any 
special  covenants  between  the  parties)  do  not  extend  so  far  as  to  prevent 
the  vendor  of  a  business  from  dealing  with  his  former  customers  under  any 
circumstances,  or  to  grant  the  purchaser  the  right  to  insist  upon  the  virtual 
retirement  from  the  trade  of  the  late  owner  of  the  business  (see  Trego  v. 
Hunt,  1896,  App.  Cas.  7,  and  the  various  decisions  there  cited).  In  the 
course  of  the  judgment  in  Trego  v.  Hunt  Lord  Macnaghten  said — "  And  so 
it  has  resulted  that  a  person  who  sells  the  goodwill  of  his  business  is  under 
no  obligation  to  retire  from  the  field.  Trade  he  undoubtedly  may,  and  in 
the  very  same  line  of  business.  If  he  has  not  bound  himself  by  special 
stipulation,  and  if  there  is  no  evidence  of  the  understanding  of  the  parties 
beyond  that  which  is  to  be  found  in  all  cases,  he  is  free  to  carry  on  business 
wherever  he  chooses.  But  then  how  far  may  he  go  ?  He  may  do  every- 
thing that  a  stranger  to  the  business,  in  ordinary  course,  would  be  in  a 
position  to  do.  He  may  set  up  where  he  wilL  He  may  push  his  wares  as 
much  as  he  pleases.  He  may  thus  interfere  with  the  custom  of  his  neigh- 
bour as  a  stranger  and  an  outsider  might  do ;  but  he  must  not,  I  think, 
avail  himself  of  his  special  knowledge  of  the  old  customers  to  regain,  without 
consideration,  that  which  he  has  parted  with  for  value.  He  must  not  make 
his  approaches  from  the  vantage  ground  of  his  former  position,  moving 
under  cover  of  a  connection  which  is  no  longer  his.  He  may  not  sell  the 
custom  and  steal  away  the  customers  in  that  fashion.  ...  It  is  quite  true 
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that  it  would  be  better  that  the  purchaser  should  protect  himself  by  taking 
apt  covenants  from  the  person  with  whom  he  is  dealing.  But  this,  I  think, 
is  rather  a  counsel  of  perfection  than  a  reason  for  leaving  the  purchaser 
entirely  at  the  mercy  of  the  vendor." 

Of  course  the  above  considerations  affect  and  control  a  person  who  parts 
with  his  rights  in  the  goodwill  of  a  business  for  valuable  consideration,  but 
it  would  appear  that  the  restrictions  as  to  competition  and  the  solicitation 
of  the  old  customers  do  not  apply  where  the  alienation  of  the  goodwill  is 
involuntary,  the  Court  having  refused  to  restrain  a  bankrupt  from  soliciting 
orders  from  his  old  customers  after  the  trustee  in  the  bankruptcy  had  sold 
the  business  ( Walker  v.  Mottram,  1881,  19  Ch.  D.  355). 

It  has  been  held,  however,  that  a  debtor  under  a  deed  of  arrangement  is 
not  an  involuntary  party  to  the  sale  of  his  business.  Thus  where  a  trustee 
under  a  deed  of  assignment  for  the  benefit  of  creditors  sold  the  goodwill  of 
the  debtor's  business,  the  estate  was  held  responsible  for  the  damage  done 
to  a  purchaser  as  the  result  of  subsequent  canvassing  by  the  debtor  of  the 
customers  of  the  business  which  had  been  sold. 

To  avoid  any  possible  misunderstanding,  it  is  obviously  desirable  for  a 
purchaser  to  protect  himself  by  requiring  the  vendor  to  enter  into  an 
agreement  expressly  restraining  him  from  competing  against,  or  otherwise 
acting  so  as  to  deteriorate  the  business  he  is  selling.  This  is  more  satis- 
factory for  both  vendor  and  purchaser,  for  the  latter,  instead  of  relying  upon 
the  general  protective  provisions  of  the  law,  may  prescribe  for  himself  such 
protective  clauses  as  in  his  opinion  the  particular  business  and  the  peculiar 
circumstances  demand,  while  the  vendor  finding  in  a  concise  form  what  is 
required  of  him  in  regard  to  his  future  conduct  may  more  fairly  assess  the 
consideration  for  the  sale  of  his  business,  for  it  naturally  follows  that  the 
more  restrictive  the  agreement  of  sale  is  the  more  valuable  the  business  will 
be  to  the  purchaser,  and  the  less  valuable  the  future  business  prospects  of 
the  vendor.  But  it  must  be  remembered  that  an  agreement  purporting  to 
restrain  trade  must  be  reasonable,  for  if  it  be  unreasonable  it  cannot  be 
enforced  upon  the  ground  that  it  would  be  injurious  to  the  public  interests 
of  the  country. 

The  elements  of  reasonableness  in  this  connection  are — (a)  Valuable  con- 
sideration for  the  restraint  (even  though  the  agreement  be  under  seal) ;  and 
(6)  Partial  restraint  only,  i.e.  limited  as  to  a  particular  area  or  a  given 
number  of  years.  In  an  exceptional  case  (Nbrdenfeldt  v.  Maxim  Nordenfddt 
Guns,  etc.,  1894,  App.  Cas.  535)  an  agreement  for  total  restraint  was  upheld, 
but  that  does  not  appear  to  affect  the  general  rule  that  an  unreasonable 
restraint  of  trade — an  agreement  going  farther  than  is  really  necessary  for 
the  protection  of  the  purchaser — cannot  be  enforced. 

The  question  as  to  whether  or  not  the  goodwill  of  a  business  passes  with 
a  sale  or  under  a  mortgage  of  the  premises  where  such  business  is  carried 
on  depends  upon  whether  the  goodwill  and  the  premises  are  severable  or 
not.  If  not  severable  the  goodwill  will  pass  with  the  property,  but  where 
the  goodwill  is  dependent  upon  the  personal  skill  of  the  mortgagor  it  will 
not  pass  under  a  mortgage  of  the  business  premises  {Cooper  v.  Metropolitan 
Board  of  Works,  1883,  25  Ch.  D.  472). 

Partnership. — In  the  absence  of  an  express  agreement  to  the  contrary 
between  the  partners  the  goodwill  of  the  partnership  is  the  common  property 
of  the  firm,  and  on  a  dissolution,  whether  by  the  death  of  a  partner  or 
otherwise,  each  of  the  partners  or  his  representative  has  the  right  to  have 
the  goodwill  sold  or  otherwise  brought  into  account  for  the  benefit  of  all  the 
partners,  pending  which  sale  (or  other  mode  of  settlement)  the  partners  or 
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surviving  partners  should  not  so  conduct  themselves  (by  recommencing 
business  individually  or  otherwise)  so  as  to  in  any  way  affect  the  value  of 
their  common  property.  But  the  surviving  or  continuing  partners  cannot 
be  restrained  from  continuing  in  business,  that  is  to  say,  unless  the  surviving 
or  continuing  partners  voluntarily  agree  to  withdraw  from  the  business,  or 
such  class  of  business,  or  from  the  particular  district,  the  goodwill  of  the 
business  in  question  can  only  be  sold,  or  brought  to  account  upon  the  basis 
of  and  subject  to  the  right  of  the  surviving  or  continuing  partners  to  com- 
pete against  the  buyer,  subject  of  course  to  the  general  limitations  imposed 
upon  vendors  set  out  under  the  heading  Sale  {supra).  This  right,  therefore, 
considerably  reduces  the  value  of  goodwill  under  the  circumstances,  even  if 
it  does  not  destroy  it  altogether. 

The  method  of  dealing  with  the  goodwill  of  a  partnership  business  in 
the  event  of  a  dissolution  arising  from  the  death,  bankruptcy,  or  retirement 
of  a  partner  is,  however,  nowadays  invariably  provided  for  in  the  articles  of 
partnership,  not  only  the  basis  of  valuation,  but  the  mode  of  payment 
therefor  being  carefully  settled.  Sometimes  it  is  expressly  stated  that  upon  a 
dissolution  no  allowance  whatever  shall  be  made  for  goodwill,  while  in  other 
instances  a  fixed  sum  is  stated  as  being  the  agreed  value  for  the  purpose  of 
adjusting  the  rights  of  the  partners  between  themselves.  A  more  equitable 
method,  however  (and  one  largely  adopted),  is  to  agree  to  take  the  goodwill 
as  being  worth  one,  two,  three,  or  more  years'  purchase  (dependent  upon 
circumstances)  of  the  annual  profits  of  the  business,  such  profits  to  be 
ascertained  upon  the  average  annual  profits  of  the  one,  two,  three,  or  more 
years  immediately  preceding  the  date  upon  which  the  dissolution  arises.  As 
to  the  mode  of  payment  of  a  deceased  or  retiring  partner's  share  in  the 
partnership  (including  goodwill),  it  is  generally  agreed  that  payment  can 
be  made  in  instalments  spread  over  one,  two,  or  three  years,  with  stipula- 
tions as  to  interest  upon  unpaid  portions  of  the  share-value.  It  should  be 
stated  here  that  a  partner  who  retires  under  an  agreement  with  his  co- 
partner or  co-partners,  one  of  the  terms  of  the  agreement  being  that  the 
goodwill  of  the  business  shall  belong  to  the  continuing  partner  or  partners, 
he  (the  retiring  partner)  is  subject  to  the  same  general  restrictions  with 
regard  to  competition,  solicitations,  etc.,  as  a  vendor  of  a  goodwill  for  valu- 
able consideration  {Trego  v.  Hunt,  1896,  App.  Cas.  7). 

In  the  articles  of  partnership  in  Hunter  v.  DovMng,  1895,  2  Ch.  223,  it 
was  agreed  that  if  any  partner  should  die  during  the  continuance  of  the 
partnership  the  amount  of  his  share  and  interest  in  the  partnership  should 
be  taken  as  being  the  amount  appearing  as  standing  to  his  credit  at  the 
last  annual  balance-sheet.  Here  the  representatives  of  a  deceased  partner 
were  not  allowed  to  claim  anything  for  his  share  in  the  goodwill,  because 
no  amount  representing  the  value  of  the  goodwill  had  been  included  in  any 
of  the  balance-sheets.  But  in  the  above  case  the  partners  had  really  agreed 
in  their  articles  upon  the  question  of  goodwill,  and  this  decision  does  not 
affect  the  general  rule  that,  apart  from  an  agreement  to  the  contrary  between 
the  partners,  the  goodwill  of  the  partnership  (for  what  it  is  worth  under 
the  circumstances  set  out  above)  is  the  common  property  of  the  partners, 
and  the  mere  fact  that  the  goodwill  is  not  valued  and  included  among  the 
assets  in  the  periodical  balance-sheets  of  the  partnership  whilst  a  going 
concern,  does  not  of  itself  deprive  a  retiring  partner  or  the  representative  of 
a  deceased  partner  of  his  due  share  of  the  value  of  the  goodwill  whatever 
that  value  might  be. 

The  vendor  of  the  goodwill  of  a  business  in  consideration  of  a  share  in 
the  future  profits  of  the  business  will  be  postponed  (as  against  other 
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creditors)  as  regards  any  claim  he  might  have  in  respect  of  same  against 
the  purchaser  of  the  business  in  the  event  of  such  purchaser  becoming 
insolvent  (Partnership  Act,  1890,  sec.  3),  Where  a  person  pays  a  premium 
by  way  of  purchase  of  an  interest  as  a  partner  in  the  goodwill  (or  profits)  of 
a  business,  and  the  partnership  is  prematurely  dissolved  through  no  fault 
of  that  person,  provision  is  made  in  the  Partnership  Act,  1890,  sec.  40, 
whereby  such  person  may  obtain  a  return  of  a  proportionate  part  of  the 
premium  so  paid  unless  an  agreement  of  dissolution  has  actually  been 
entered  into  between  the  partners,  and  such  agreement  contains  no  provision 
for  a  return  of  any  part  of  the  premium. 

Valuation. — Not  only  the  value  of  a  goodwill,  but  also  the  method 
adopted  in  arriving  at  the  value,  must  necessarily  depend  upon  circum- 
stances, for  the  annual  profits  of  a  given  business  ascertained  in  the  ordinary 
way  will  not,  as  a  rule,  be  the  precise  basis  for  the  valuation,  while  the 
number  of  years'  purchase  also  varies  considerably,  depending  so  much  upon 
the  particular  circumstances  affecting  each  business.  The  annual  profits  to 
be  taken  as  the  basis  of  valuation  (assuming  same  to  be  agreed  upon  as  a 
factor)  require  to  be  carefully  examined  and  adjusted  where  considered 
necessary,  so  as  to  make  proper  allowance  for — 

1.  The  skilled  supervision  or  other  service  necessary  for  the  maintenance 
of  the  business,  which  has  been  exercised  in  the  past  by  the  proprietors. 
This,  on  a  sale  of  the  goodwill,  would  have  to  be  undertaken  either  by  the 
vendors  (at  a  salary)  or  by  the  purchaser  himself,  or  by  a  manager  at  a 
salary,  and  should  be  allowed  for  accordingly. 

2.  The  interest  on  the  capital  which  would  necessarily  be  employed  in 
the  business  (including  in  the  case  of  purchase  the  amount  about  to  be  paid 
for  the  goodwill).  The  capital  employed  to  purchase  and  carry  on  the 
business  would  need  to  be  withdrawn  from  some  other  income  producing 
position,  and  allowance  for  the  resultant  loss  of  income  must  therefore 
be  made. 

3.  Some  accountants  contend  that  in  ascertaining  the  annual  profits, 
income  tax  (schedule  D)  should  not  be  treated  as  an  expense  in  carrying  on 
the  business,  while  others  are  of  a  contrary  opinion. 

But  it  is  advisable,  when  negotiations  for  the  purchase  of  the  goodwill  of 
a  business  are  proceeding  upon  the  basis  of  so  many  years'  purchase  of  the 
average  annual  profits,  to  state  specifically  not  only  the  number  of  years' 
purchase,  but  also  the  number  of  years  over  which  the  annual  average  is  to 
be  computed,  the  rate  of  allowance  (if  any)  to  be  made  for  the  proprietors' 
services,  and  the  rate  of  interest  to  be  allowed  on  the  capital  to  be  employed 
(including  the  cost  of  goodwill),  and  how  special  outgoings  (e.g.  income 
tax)  are  to  be  treated  in  ascertaining  the  amount  of  the  average  annual 
profit. 

The  number  of  years'  purchase  of  the  annual  profits  (as  adjusted)  will 
vary  according  to  circumstances,  and  will  depend  mainly  upon  the  prob- 
ability of  the  continuity  of  the  business  with  similar  results  to  those  of  the 
past,  notwithstanding  the  change  in  the  proprietorship  or  management. 
Bearing  upon  this  question  of  continuity  the  following  points  may  be 
considered : — 

1.  Date  the  business  was  established. 

2.  Whether  proprietors  are  continuing  their  services.  If  not,  will  they 
compete  with  the  purchaser  or  be  restrained  ? 

Nature  and  extent  of  services  rendered  in  the  past. 
If  not  continuing,  can  they  be  replaced  without  loss  to  the  business  ? 
If  to  be  replaced  what  is  the  estimated  cost  of  this  ? 
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3.  Nature  of  the  business.  Is  the  subject  matter  of  trading  a  necessity, 
or  a  luxury,  or  something  affected  by  the  caprice  of  fashion  ?  Is  the 
business  attached  to  the  "  person  "  of  the  proprietor,  or  the  premises,  or  the 
reputation  connected  with  the  trade  name  ?  Is  the  volume  of  business  done 
the  result  of  successful  competition,  or  has  the  proprietor  a  monopoly  ?  Are 
there  any  circumstances  or  conditions  likely  to  affect  the  future  working 
which  were  not  applicable  to  the  past  {e.g.  recent  establishment  of  a 
rival)  ? 

4.  Tenure  of  premises.  If  leasehold,  whether  the  future  rent  under 
the  lease  is  to  be  higher  than  in  the  past — what  is  the  probability  of 
renewal,  and  at  what  rent  ? 

5.  Number  of  customers,  whether  changeable  or  constant?  Whether 
any  falling  off  in  best  customers  ?  Generally,  whether  a  declining  business 
so  far  as  can  be  judged  from  past  results  ?  Whether  business  mainly  con- 
ducted by  sales  under  large  contracts  requiring  periodical  renewal? 
Whether,  assuming  renewal,  the  same  prices  will  be  obtainable  in  the 
future?  Whether  any  unfavourable  contracts  are  to  be  taken  over? 
Some  contracts  may  have  been  favourable  up  to  the  ending  date  of  the 
period  under  review,  whilst  subsequent  circumstances  may  have  affected 
them  considerably.  Whether  the  results  of  the  period  investigated  have 
been  inflated  by  the  happening  of  events,  or  the  obtaining  of  exceptional 
contracts,  which  it  cannot  reasonably  be  expected  will  recur  ? 

6.  Whether  the  purchases  for  the  past  have  been  made  upon  an 
ordinary  basis,  and  upon  which  it  may  reasonably  be  supposed  future 
purchases  may  be  effected,  or  whether  exceptionally  large  purchases  were 
made  by  contract  or  otherwise  under  conditions  which  cannot  reasonably 
be  expected  to  recur  ? 

Sometimes  a  business  is  offered  for  sale  at  a  price  which  contains  little 
or  nothing  for  goodwill  {qud  goodwill),  but  as  the  purchase  involves  the 
acquisition  of  a  large  amount  of  machinery  (some  of  which  may  be  old 
fashioned),  or  the  taking  over  of  an  onerous  lease,  it  should  be  remembered 
that  the  amount  which  is  really  being  paid  for  goodwill  is  larger  than  the 
amount  nominally  fixed  for  the  same. 

The  number  of  years'  purchase  of  the  goodwill  of  a  trading  concern 
varies  from  one  to  four  or  five,  although  many  high  class  businesses  have 
brought  even  more.  The  goodwill  of  a  purely  personal  business  {e.g.  a 
solicitor's)  is  of  a  doubtful  value  apart  from  the  continued  co-operation  of 
the  person  who  has  actually  built  it  up,  or  one  who  has  at  least  been 
actively  connected  with  the  clients  for  some  time.  But  with  regard  to  a 
professional  business,  such  as  that  of  a  solicitor,  some  advantage  in  the 
nature  of  goodwill  can  be  obtained  by  purchase,  e.g.  introductions  to  the 
clients,  the  draft  papers,  particularly  those  relating  to  pending  matters, 
the  books  of  account,  and,  lastly,  but  by  no  means  the  least,  the  tenancy  of 
the  offices  where  the  business  has  been  carried  on. 

In  the  event  of  a  business  being  acquired  by  a  company  where,  as  Mr. 
L.  E.  Dicksee,  F.C.A.,  says, "  the  shareholders  are  not  workers,  but  investors/' 
the  amount  charged  for  goodwill  is  considerably  larger  than  would  be 
obtainable  from  a  single  individual.  This  fact,  however,  is  considerably 
affected  by  the  circumstances  of  a  vendor,  or  the  vendors,  being  paid  to  a 
great  extent  in  ordinary  shares;  so  much  so,  that  where  —  to  take  an 
extreme  case — a  vendor  takes  the  whole  of  the  ordinary  or  deferred  ordinary 
shares  in  payment  or  part  payment  of  purchase  money,  and  the  nominal 
value  of  such  shares  equals  or  exceeds  the  amount  stated  as  being  paid  for 
goodwill,   the  magnitude   of  the  amount   so   stated   does   not  seriously 
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affect  the  holders  of  the  shares  having  prior  rights  to  those  allotted  to  the 
vendor.  The  question  of  how  much  was  "  paid  "  for  the  goodwill  would, 
however,  affect  any  subsequent  purchasers  of  the  vendor's  shares. 

The  basis  of  the  purchase  of  the  White  Star  Line  by  the  American 
financiers  was  ten  years'  purchase  of  a  given  year's  profits,  but  for  this  sum 
not  only  the  goodwill  of  the  fleet,  but  the  fleet  itself  was  acquired — not 
upon  a  basis  of  either  cost,  or  independent  valuation  of  the  steamers. 

Compensation. — Where  a  trader  is  compelled  to  vacate  his  premises  by 
reason  of  the  lands  being  taken  under  statutory  powers,  he  is  entitled  to 
compensation  for  such  disturbance  to  the  extent  of  any  diminution 
or  extinction  of  his  goodwill  in  consequence  of  the  removal,  quite  apart 
from  any  compensation  he  may  be  entitled  to  in  respect  of  loss  or  damage 
to  stock,  fixtures,  or  other  assets. 

When  lands,  however,  are  taken  under  compulsory  powers,  the  goodwill 
is  not  purchased  by  the  promoters,  but  remains  the  property  of  the  trader, 
and  the  loss  suffered  by  him  is  the  diminution  in  its  value  in  consequence 
of  his  compulsory  ejectment  from  the  premises  he  is  occupying.  So  far 
from  the  goodwill  being  purchased  or  destroyed  by  the  promoters,  there  are 
many  cases  in  which  the  diminution  in  its  value  is  hardly  appreciable, 
although  the  trade  premises  have  compulsorily  been  taken.  If  a  business 
is  of  a  wholesale  character,  or  is  one  which  consists  of  orders  from  a  widely 
extended  area,  a  compulsory  change  of  trade  premises  would  be  productive 
of  small  loss.  If,  in  addition,  convenient  premises  can  be  acquired  in  the 
immediate  neighbourhood  of  the  premises  taken,  the  loss  incurred  through 
diminution  in  the  value  of  goodwill  becomes  merely  nominal,  and  the 
owner's  only  claim  to  compensation  is  in  respect  of  any  reasonable  expenses 
which  the  taking  of  equally  convenient  new  premises  has  rendered  necessary. 
On  the  other  hand,  there  are  cases  in  which  the  diminution  in  the  value  of 
the  goodwill  may  almost  equal  the  entire  value  of  a  goodwill.  This  is  the 
case  where  a  business  is  retail  and  local,  depending  on  neighbouring 
customers,  and  no  suitable  premises  can  be  found  in  the  locality  within 
which  the  business  connection  extends. 

Where  premises  are  taken  and  business  is  carried  on  at  a  loss,  the  owner 
may  be  entitled  to  compensation  on  the  ground  that,  but  for  compulsory 
powers,  he  would  have  been  entitled  to  remain  on  the  premises  and  to 
carry  on  his  business  (Cripps). 

Tbbatment  of  Goodwill  in  Accounts. — 1.  Partnership. — Ordinarily 
the  balance-sheet  of  a  partnership  does  not  include  any  item  for  goodwill 
as  an  asset,  and  it  has  been  already  stated  that  the  mere  fact  that  no  value 
for  goodwill  is  stated  in  the  accounts  does  not  of  itsdf  affect  the  respective 
partners'  rights  in  regard  thereto  in  the  event  of  a  dissolution.  Where 
because  of — (1)  the  purchase  of  the  goodwill  of  the  business;  (2)  the 
purchase  of  an  additional  business ;  (3)  the  sale  of  a  portion  of  the  existing 
business ;  (4)  the  admission  of  a  new  partner  on  terms  as  to  goodwill ;  (5) 
the  retirement  or  death  of  a  partner  involving  a  payment  in  respect  of  his 
share  in  the  goodwill,  or  because  of  some  other  special  circumstance,  an 
amount  for  goodwill  does  "  transpire  "  (whether  receivable  or  payable),  it  is 
as  a  rule  either  withdrawn  entirely  from  the  partnership  property,  or  passed 
in  proper  proportions  to  the  credit  or  debit  (as  the  case  may  be)  of  the 
capital  accounts  of  all  or  such  of  the  partners  who,  in  accordance  with  the 
arrangements  entered  into  in  each  particular  case,  may  be  entitled  thereto 
or  responsible  therefor. 

In  eliminating  the  item  goodwill  from  the  accounts,  it  must,  in  the 
absence  of  an  agreement  to  the  contrary,  be  dealt  with  on  the  basis  upon 
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which  profits  are  divided.  For  instance,  if  A  and  B  are  partners,  sharing 
profits  as  to  A  three-fourths  and  B  one-fourth,  and  C  pays  £1000  for 
one-fifth  share  in  the  future  profits  of  the  business,  and  brings  a  further 
£1000  into  the  business  as  his  capital,  the  latter  £1000  will  be  added  to  the 
assets  of  the  firm,  and  credit  therefor  will  be  given  to  C  in  his  capital 
account  with  the  firm.  As  regards  the  £1000  paid  for  one-fifth  share  in 
the  profits,  A  and  B  are  entitled  to  it  in  the  proportions  of  three-fourths 
and  one-fourth  respectively,  for  in  future  their  share  of  the  profits  will  be 
less  (viz.  three-fifths  and  one-fifth  respectively),  and  the  price  paid  by  C  for 
one-fifth  share  of  the  profits  is  the  capital  value  of  the  forbearance  by  A  and 
B  in  taking  three-fifths  and  one-fifth  in  future  instead  of  three-fourths 
and  one-fourth  as  in  the  past.  Thus  A  is  entitled  to  £750,  and  B  to  £250, 
and  this  may  be  effected  in  various  ways.  ^  The  £1000  need  not  appear  in 
the  partnership  accounts  at  all  (or  may  appear  merely  as  a  memorandum), 
and  A  and  B  can  take  their  respective  shares  of  the  £1000  directly  from  C. 
y,On  the  other  hand,  it  may  be  considered  that,  owing  to  the  possible 
^  developments  caused  by  C's  admission,  the  £1000  introduced  by  him  (as 
capital)  is  not  sufficient  additional  capital,  so  that  A  and  B  arrange  to  take 
credit  for  the  £1000  paid  as  goodwill  in  their  capital  accounts  in  the 
proper  proportions,  thus  leaving  the  £2000  in  the  business  as  additional 
capital,  el  Another  method  of  dealing  with  the  above  example  is  as  follows : — 
A  and  B  might  put  a  value  (say  £5000)  upon  the  goodwill  and  include  it 
among  the  assets,  adding  £3750  and  £1250  respectively  to  their  capital 
accounts,  and  then  approach  C,  offering  to  allow  him  to  place  £2000  in  the 
business  as  his  capital  on  the  basis  of  the  £5000  for  goodwill  being  deemed 
an  asset  of  the  firm  as  newly  constituted.  This  would  amount  to  the  same 
thing  as  regards  the  three  partners  as  under  the  previous  arrangement,  for 
upon  the  elimination  of  the  item  of  goodwill  from  the  balance-sheet  at  any 
future  time,  C  would  be  charged  with  one-fifth  of  the  amount,  leaving  his 
capital,  apart  from  his  share  in  the  goodwill,  £1000  as  before.  A  point  to 
be  borne  in  mind  where  an  amount  for  goodwill  does  appear  as  an  asset  in 
the  balance-sheet  is  this :  it  may  have  been  "  created  "  when  partners  divided 
profits  in  certain  proportions,  and  it  should  certainly  be  eliminated  by  a 
proportionate  charge  against  the  capital  accounts  before  any  change  takes 
place  in  the  manner  of  dividing  profits  among  the  partners  inter  se. 

2.  Joint  Stock  Company.  —  The  "  capital  adjustment "  of  the  item  of 
goodwill  (permissible  in  the  accounts  of  a  private  individual  or  a  partner- 
ship) cannot  be  effected  in  the  case  of  a  joint  stock  company,  the  capital  of 
which  can  only  be  increased  or  reduced  by  statutory  methods,  and  a 
difference  of  opinion  exists  among  accountants  as  to  the  proper  method  of 
dealing  with  the  item  of  goodwill  after  it  has  once  become  ingrafted  in  the 
balance-sheet,  and  included  as  part  of  the  capital  of  the  company. 

It  is,  of  course,  clear  that,  if  it  is  decided  to  eliminate  the  asset  from  the 
balance-sheet^  the  amount  cannot  be  deducted  from  the  capital  of  the 
company.  If,  therefore,  it  is  to  be  written  off,  in  whole  or  part,  it  can  only 
be  so  dealt  with  by  an  appropriation  of  revenue,  whether  current  or 
accumulated.  That  such  a  course  is  incorrect  in  principle,  so  far  as  regards 
current  profits,  can  hardly  be  doubted ;  and  it  may  be  pointed  out  that,  as 
ordinarily  the  value  of  the  goodwill  of  a  business  depends  for  its  continued 
existence  upon  the  profitable  results  of  such  business,  the  "  writing  off"  of 
such  an  asset  out  of  current  profits  would  be  in  many  cases  theoretically 
improper,  in  that  the  possibility  of  its  elimination  in  this  way  may  afford 
the  best  proof  of  its  value. 

At  the  same  time,  directors  and  shareholders  may  wisely  agree  to  forego 
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a  portion  of  the  "  legally  divisible  profit "  in  order  to  reduce  or  eliminate 
the  amount  at  which  the  goodwill  stands  in  the  books,  and  so  enhance  the 
financial  position  of  the  company,  for,  notwithstanding  the  reduction  of  the 
book  value  of  the  goodwill,  the  actual  value,  if  any,  is  unaffected  (at  all 
events  not  reduced)  by  such  a  proceeding.  Some  companies  have  written 
off  the  whole  of  the  original  cost  of  the  goodwill  by  an  appropriation  of 
profits,  but  the  balance  sheets  issued  from  time  to  time  continue  to  state 
the  original  cost  of  the  goodwill  upon  the  assets'  side,  placing  the  amount 
in  an  inner  column ;  and  this  practice  overcomes  to  a  great  extent  one  of 
the  objections  raised  by  those  who  favour  the  retention  of  the  goodwill  at 
the  original  cost. 

The  following  extract  from  the  Accountant  newspaper  of  3rd  April  1897 
may  be  taken  as  an  expression  of  the  more  generally  accepted  accountancy 
view  of  this  matter : — "  Inasmuch  as  goodwill  is  a  fixed  asset,  it  is  an  item 
which  it  is  not  necessary  to  value  for  balance-sheet  purposes  at  its  actual 
realisable  value  at  the  date  of  the  balancing.  The  general  principle  upon 
which  the  fixed  or  permanent  assets  of  a  company  are  valued  for  balance- 
sheet  purposes  is  that  of  a  going  concern — that  is  to  say,  there  is  no 
occasion  to  take  into  account  temporary  fluctuations  which  might  involve 
gains  or  losses,  if  the  whole  undertaking  had  to  be  converted  into  cash  at 
short  notice.  Consequently,  fluctuations  in  the  value  of  goodwill  arising 
from  an  increase  or  decrease  in  the  average  profits  of  the  company  are  an  item 
which,  from  an  accountancy  point  of  view  at  least,  ought  not  to  be  taken 
into  account  in  arriving  at  its  true  position  of  affairs  by  means  of  a  balance- 
sheet.  The  question  as  to  whether  or  not  it  is  desirable  or  necessary  that 
something  should  be  periodically  written  off  the  value  of  goodwill  is  quite 
another  matter,  however,  and  one  upon  which  there  is  a  less  unanimous 
opinion." 

<  It  has  been  held  and  stated  by  no  less  an  authority  than  Mr.  T.  A. 
Welton,  F.C.A.,  that  it  is  undesirable  to  write  anything  off  the  value  of 
goodwill  as  stated  in  the  original  accounts,  he  being  of  the  opinion  that  it 
is  very  much  more  desirable  that  anything  which  it  may  be  considered 
expedient  to  put  aside  out  of  profits  should  be  accumulated  in  the  form  of 
a  reserve  fund.  »  There  is  certainly  much  to  be  said  in  favour  of  this  view ; 
and  notwithstanding  the  fact  that  goodwill  may  either  appreciate  or 
depreciate,  it  is  quite  wrong,  as  a  matter  of  principle,  that  either  varia- 
tion should  be  considered  as  affecting,  either  one  way  or  the  other,  the 
actual  profits  earned  by  the  undertaking.  If  a  temporary  depreciation 
of  goodwill  is  to  be  given  effect  to  in  the  accounts  by  charging  the 
difference  against  profits,  the  only  effect  is  that  the  temporary  decrease 
in  the  company's  prosperity  is  enormously  exaggerated,  and  vice-versa. 
The  first  object  of  accounts  is  to  record  a  true  statement,  not  only  of 
the  company's  financial  position,  but  also  of  its  trading  for  the  current 
period;  and  this  latter  is  naturally  obscured  if  any  extraneous  profits 
or  losses  (which  are  of  an  entirely  unrealisable  nature)  are  allowed  to 
affect  the  profit  and  loss  account.  Even  when  it  is  thought  desirable  to 
write  off  goodwill  gradually,  the  proper  method  of  doing  so  is  undoubtedly 
not  by  means  of  a  charge  to  profit  and  loss  account,  but  by  an  allocation  of 
a  portion  of  the  net  profits  to  that  purpose,  instead  of  the  whole  of  such 
profits  being  devoted  to  dividends.  That  is  to  say,  anything  which  is 
credited  to  goodwill  account  (like  anything  which  may  be  credited  to  the 
reserve  fund)  must  be  a  sum  set  aside  out  of  profits,  and  is  not  a  charge 
against  profits." 

The   further  views  of  Mr.   T.  A.  Welton,   F.C.A.,  are  as  follows : — 
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"As  for  depreciation  of  goodwill  where  an  amount  has  been  paid  for 
same,  I  think  a  great  deal  depends  on  the  question  whether,  by  the  light 
of  experience,  it  appears  that  too  heavy  a  price  has  been  paid;  if  so, 
then  a  depreciation  is  desirable  down  to  the  point  at  which  the  real  value 
is  arrived  at.  I  mean  the  value  upon  which  a  fair  dividend  can  be  earned. 
But  the  very  paucity  of  earnings  is  likely  to  stand  in  the  way  of  specially 
providing  for  a  depreciation,  which  practically  affects  the  shareholder  in  the 
form  of  a  fall  below  par  in  the  market  value  of  the  shares.  The  poor 
income  attainable  needs  to  be  again  decreased  for  the  sake  of  replacing 
misspent  capital  and  bringing  the  market  value  to  par.  Existing  share- 
holders ordinarily  object  to  do  so  much  for  posterity.  .  .  .  One  of  the  most 
singular  contrasts  I  know  of  is  that  between  a  grave  person  who  holds 
against  all  argument  that  goodwill  is  an  unreal  asset  and  ought  to  be 
written  off  out  of  profits,  and  the  same  person  who  buys,  say,  North- 
Western  Eailway  Stock  at  160  per  cent  (written  in  1887),  or  bank  shares 
at  2\  times  the  sum  paid  upon  them.  Such  people  are  oblivious  that  in 
paying  such  prices  they  are  recognising  goodwill  handsomely ;  nor  did  I 
ever  meet  with  one  of  them  who  forbore  to  eat  up  his  dividend  in  such  a 
case  until  out  of  profits  he  had  replaced  the  premium  in  his  purse." 

Mr.  E.  Guthrie,  F.C.A.,  has  said  that  as  (with  few,  if  any,  exceptions) 
no  goodwill  may  be  properly  treated  as  eternal,  some  provision,  however 
small,  ought  to  be  made  for  its  gradual  reduction. 

However  commendable  and  prudent  it  may  be  upon  the  part  of  the 
directors  and  shareholders  of  a  company,  it  should  be  noted  that  no  legal 
obligation  rests  upon  them  to  provide  for  the  reduction  of  the  book  value 
of  the  goodwill  before  declaring  a  dividend ;  and  the  attitude  of  an  auditor 
of  a  company  in  this  connection  is  well  defined  by  Mr.  L.  E.  Dicksee, 
F.C.A.,  in  his  excellent  work  on  Auditing: — "The  amount  at  which 
goodwill  is  stated  in  a  balance-sheet  is  never  supposed  to  represent  either 
its  maximum  or  minimum  value;  no  one  who  thought  of  purchasing  a 
business  would  be  in  the  least  influenced  by  the  amount  at  which  the 
goodwill  was  stated  in  the  accounts ;  in  short,  the  amount  is  absolutely 
meaningless,  except  as  an  indication  what  the  goodwill  may  have  cost  in 
the  first  instance.  Inasmuch,  therefore,  as  nobody  can  be  deceived  by  its 
retention,  there  is  no  necessity  for  the  amount  of  goodwill  account  to  be 
written  down.  On  the  other  hand,  the  practice  is  so  usual,  where  any 
profits  are  being  made,  that  the  desirability  of  such  a  course  need  hardly 
be  discussed.  The  question  is  not,  however,  one  upon  which  the  auditor 
is  required  to  express  an  opinion ;  and  so  long  as  the  item  is  separately 
stated  on  the  balance-sheet,  it  is  scarcely  desirable  that  he  should  interfere 
with  the  discretion  of  the  management,  although  there  is,  of  course,  no 
objection  to  his  offering  an  opinion  when  he  is  invited  to  do  80.,, 

It  should  be  noted,  however,  that  the  above  remarks  apply  to  the 
amount  at  which  the  item  goodwill  originally  stood  in.  the  accounts  of  a 
particular  company,  and  not  to  expenditure  upon  advertising  or  losses  and 
expenses  in  experimenting,  etc.,  incurred  by  the  company  with  the  object 
of  creating  a  goodwill ;  for  although  such  expenses  or  losses  may  have  a 
value  in  that  they  are  the  inevitable  means  to  a  desirable  end,  yet  they 
should  be  capitalised  most  cautiously.  In  such  a  case  an  auditor  should 
see  that  the  item  is  separately  and  plainly  stated  upon '  the  balance-sheet, 
so  that  shareholders  may  know  that  certain  expenditure  is  being  made  or 
loss  incurred  which  is  not  being  charged  to  revenue  account.  Where,  from 
the  nature  of  the  business  to  be  carried  on  by  a  company,  it  is  anticipated 
that  extraordinary  expenditure  on  advertising,  etc.,  will  be  necessary  at  the 
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outset,  the  articles  of  association  generally  provide  for  the  temporary 
capitalisation  of  same,  so  that  it  may  be  gradually  written  off  against 
profits.  It  may  be  mentioned  that  Table  A.  contains  such  a  provision.  In 
such  a  case  an  auditor  may  safely  follow  the  provisions  of  the  article  in 
this  respect,  although  even  under  these  circumstances  he  should  see  that 
the  capitalised  expenditure  (for  the  time  being)  is  plainly  stated  in  the 
balance-sheet. 

As  regards  the  treatment  of  the  item  goodwill  in  the  accounts  of  a 
joint  stock  company,  the  position  may  be  summarised  thus : — 

1.  Fluctuations  in  the  "  value  "  of  goodwill  should  not  be  recorded  in 
the  accounts. 

2.  In  particular,  such  fluctuations  should  not  be  allowed  to  affect  the 
current  profits. 

3.  There  is  no  legal  necessity  to  reduce  the  amount  representing  the 
original  cost  of  the  goodwill,  and  as  a  consequence  an  auditor  cannot  object 
to  the  original  cost  being  retained  in  the  balance-sheet  as  long  as  it  is 
separately  and  plainly  stated  therein. 

In  Wikner  v.  MNamara  (1895,  2  Ch.  p.  245)  it  was  held  that  the 
goodwill  of  a  trading  company  was  in  the  nature  of  fixed  capital,  and 
accordingly  it  was  not  necessary  (in  the  absence  of  some  special  provision 
in  the  company's  regulations)  to  make  good  any  depreciation  of  the  good- 
will in  ascertaining  the  amount  of  profits  available  for  dividend. 

4.  The  auditor  should  nevertheless  carefully  scrutinise  capitalised 
expenditure  (such  as  advertising,  etc.)  and  see  (a)  that  it  is  plainly  stated 
in  the  balance-sheet,  (b)  that  the  provisions  (if  any)  in  the  articles  in  this 
connection  are  carried  out,  and  (c)  that  no  items  have  been  capitalised 
under  the  guise  of  extra  goodwill. 

5.  If  the  goodwill  be  written  down<  it  must  be  understood  as  an 
appropriation  of  profits,  and  not  as  a  charge  against  same. 

6.  If  a  portion  of  the  profits  are  so  appropriated,  instead  of  being 
distributed  in  dividend,  some  authorities  consider  it  better  to  separately 
accumulate  same,  leaving  intact  the  original  amount  representing  the 
book  value  of  the  goodwill. 

Against  this  plan  it  is  urged  that  in  practice  there  is  some  difficulty  in 
persuading  the  shareholders  of  certain  companies  to  forego  a  portion  of 
the  "  full  dividend  "  for  general  reserve  purposes  only,  whereas  if  the  portion 
of  profit  the  directors  desire  to  retain  is  appropriated  to  reduce  or  eliminate 
the  goodwill,  the  difficulty  is  to  a  great  extent  removed,  although  the 
financial  effect  is  the  same. 

7.  In  applying  to  the  Court  for  sanction  to  reduce  the  capital,  on  the 
ground  that  such  capital  is  not  wholly  represented  by  available  assets,  the 
goodwill  of  the  business  (if  of  value)  must  not  be  ignored  when  ascer- 
taining the  amount  of  available  assets  for  this  purpose  {in  re  Barrow 
Hasmaiite  Steel  Co.  1900,  2  Ch.  846).  Sidney  S.  Dawson. 
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Introductory. — Her  accumulated  wealth  gives  Great  Britain  much  of 
her  predominance  in  the  world.  Permanent  power  rests  always,  indeed, 
on  a  sound  financial  basis;  with  nations  as  with  individuals,  the  test 
of  strength  and  solvency  lies  in  a  thorough  and  unimpeachable  method  of 
accounting. 

The  finances  of  this  country  are  regulated  by  a  system  which  is  now 
more  or  less  imitated  all  over  the  world.  Save  in  the  case  of  the  secret 
service  and  similar  funds,  every  item  of  expenditure  is  set  forth  and 
vouched  for,  and  all  accounts  are  submitted  to  a  rigorous  and  impartial 
audit.  The  Budget  statement  is  the  basis  of  the  year's  finance.  It  gives 
a  general  and  explanatory  statement  of  the  estimated  expenditure  of  the 
ensuing  year,  of  the  anticipated  revenue,  and  of  the  proposals  of  the 
Government  in  regard  to  any  alterations  deemed  advisable  in  taxation. 

On  or  before  30th  June  in  each  year  the  Treasury  lay  before  Parliament 
the  finance  accounts  of  the  United  Kingdom  for  the  year  to  31st  March 
preceding.     These  accounts  comprise : — 

Cash  Account,  showing  in  detail  the  whole  of  the  receipts  into  the 
Exchequer,  and  issues  out  of  the  same,  together  with  the  balances  in  the 
Exchequer  at  the  commencement  and  the  close  of  the  year. 

Detailed  statements  of  (1)  Eeceipts  into,  and  (2)  Issues  out  of  the 
Exchequer,  under  the  various  heads  of  revenue,  and  for  all  purposes  during 
the  year. 

Statements  relative  to  the  national  debt  and  to  public  loans,  and  the 
following  six  miscellaneous  statements : — 

1.  Details  of  loans  guaranteed  by  the  British  Government. 

2.  Statement  of  unrepaid  advances  made  to  Colonial  Governments  from 
votes  of  Parliament. 

3.  Statement  showing  the  liability  of  the  Consolidated  Fund  under  the 
Courts  of  Justice  (Salaries  and  Funds)  Act,  etc. 

4.  Liability  in  respect  of  advances  from  unclaimed  dividends. 

5.  Liability  in  respect  of  advances  from  life  and  other  annuities ; 
warrant  account  of  the  Commissioners  for  the  Reduction  of  the  National 
Debt ;  and,  finally,  the  account  coming  chiefly  within  the  scope  of  this 
article. 

6.  Statement  showing  the  cost  of  Government  paid  out  of  taxes. 
This  statement  gives  on  the  income  side  the  produce  of  taxes  only,  exclud- 
ing all  receipts  which  the  Treasury  consider  not  to  be  in  the  nature  of 
taxation.  On  the  expenditure  side  is  deducted  from  the  gross  cost  of  each 
service  the  receipts  which  the  Treasury  consider  to  belong  to  that  head  of 
service,  the  net  remainder  only  being  paid  out  of  taxes.  In  this  way  some 
departments  which  receive  considerable  fees  are  accounted  for,  as  wholly  or 
to  a  certain  extent  self-supporting ;  while  others  again,  such  as  the  Post 
Office,  show  an  annual  profit. 

No  separate  up-to-date  exposition  of  the  principles  and  practice  of 
public  accounts  is  in  existence ;  such  general  remarks  as  are  contained  in 
one  or  two  treatises  on  Book-keeping  are  antiquated ;  for  the  Treasury,  in 
conjunction  with,  or  at  the  suggestion  of  the  Comptroller  and  Auditor- 
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General,  have  issued  in  recent  years  several  circulars  modifying  and  altering 
the  treatment  of  public  income  and  expenditure. 

The  development  of  public  accounting  from  1866  has  been  gradual. 
But  after  much,  mostly  minor,  alteration  and  emendation,  a  system  has 
been  formulated  which  has  every  appearance  and  promise  of  being  per- 
manent. To  give  a  practical  knowledge  of  this  general  system  of  book- 
keeping approved  for  public  departments  is  the  object  of  this  article.  Only 
so  much  of  the  treatment  of  public  money  as  is  necessary  for  an  under- 
standing of  its  accounting  and  of  the  application  of  double  entry  thereto 
will  be  described. 

An  intelligent  apprehension  of  the  basis  of  the  system  can  be  gathered 
from  the  following  few  facts  in  the  history  of  public  accounts  in  Britain 
since  1866.  Previous  to  that  period  the  financial  administration  of  public 
accounts  appears  to  have  been  in  a  somewhat  irregular,  confused,  and 
chaotic  condition.  There  was  great  need  and  urgency  for  regularity,  clear- 
ness, and  uniformity  in  accounting  and  in  audit.  Accordingly,  the 
Exchequer  and  Audit  Act,  providing  for  reorganisation  in  its  broadest  sense, 
was  passed  in  1866.  It  was  intended  to  come  into  operation  on  1st  April 
1867.  The  amount  of  labour,  however,  connected  with  the  entire  remodel- 
ling of  the  estimates  and  accounts  of  the  Civil  Service — and  to  some 
extent  of  the  Naval  and  Military  Services — proved  so  great  that  it  was 
impossible  to  bring  the  Act  into  full  working  order  at  the  date  originally 
intended  and  prescribed ;  it  was,  therefore,  only  on  the  1st  April  1868  that 
every  branch  of  the  Imperial  Service  became  actually  subject  to  the  new 
system  of  control  and  audit  of  public  receipts  and  expenditure. 

Principles. — In  accordance  with  the  provisions  of  the  23rd  section  of 
that  statute,  a  set  of  account  books  and  accounts  adapted  to  the  require- 
ments of  each  service,  and  so  framed  as  to  exhibit  in  a  convenient  form  the 
whole  of  the  receipts  and  payments  in  respect  of  each  vote,  were  designed 
under  the  superintendence  of  the  Commissioners  of  H.M.  Treasury ;  the 
23rd  section  provides,  further,  that  the  manner  in  which  each  department 
of  the  public  service  shall  keep  its  accounts  may  from  time  to  time  be  pre- 
scribed by  the  Crown  by  means  of  Orders  in  Council. 

The  Commissioners  of  Public  Accounts  appointed  under  the  Exchequer 
and  Audit  Act,  besides  preparing  these  new  forms  of  accounts,  were  required 
to  assist  and  instruct  the  book-keepers  to  whom  the  detail  work  was  entrusted, 
and  to  watch  for  a  time  the  operation  of  the  system  of  accounting  thus 
introduced.  In  all  the  departments  the  book-keeping  was  revised ;  and  the 
effect  of  the  Act  was  to  produce  an  order,  uniformity,  and  regularity  such 
as  had  not  been  previously  known  in  the  Government  book-keeping  of 
Great  Britain. 

Various  recommendations  and  decisions  of  the  Commissioners  having 
been  approved  and  authorised  by  the  Treasury,  and  put  into  operation  by 
the  departments,  the  Committee  on  Public  Accounts  pronounced  the  system 
to  be  in  a  satisfactory  working  condition.  Permanency  was  given  in  1873, 
by  an  Order  in  Council,  to  these  innovations,  thus  terminating  those  duties 
of  the  Public  Account  Commissioners.  But  these  officers  were  then  (1873) 
designated  Treasury  Officers  of  Accounts,  whose  duty  it  was  to  revise 
and  inspect  the  uniformity  of  account  established,  and  also  to  instruct 
new  departments  which  spring  up  and  advise  as  to  all  contingencies 
of  accounting  caused  by  the  changes  constantly  occurring  in  the  public 
service. 

The  leading  principles  of  national  accounting  may  be  thus  sum- 
marised:— 

vol.  in        .  14 
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I.  The  gross  revenue  collected  is  paid  into  the  Exchequer,  constituting 
the  national  income,  and  called  the  Consolidated  Fund. 

Public  expenditure  is  divided  into  two  great  classes : — 

(1)  Specific  permanent  charges,  authorised  by  Acts  of  Parliament. 
These  are  called  Consolidated  Fund  charges,  and  consist  chiefly  of  the 
interest  on  the  Funded  Debt  and  certain  fixed  annual  allowances. 

(2)  Charges  approved  by  special  votes  of  the  House  of  Commons. 
These  are  called  Voted  Services,  for  the  expending  and  other  departments 
of  the  Civil  Service  and  the  maintenance  of  the  Axmy  and  Navy. 

II.  Issues  from  the  Exchequer  can  be  made  only  to  meet  expenditure 
which  has  been  sanctioned  by  Parliament,  and  to  an  amount  not  exceeding 
the  sums  authorised. 

III.  The  issues  from  the  Exchequer  and  the  Audit  of  Accounts  are 
under  the  control  of  the  Comptroller  and  Auditor-General,  who  is  an  inde- 
pendent officer  responsible  to  the  House  of  Commons,  and  removable  only 
by  vote  of  both  Houses  of  Parliament. 

IV.  Such  payments  only  can  be  charged  against  the  vote  of  a  year 
as  actually  came  in  course  of  payment  within  the  year.  The  correct  appro- 
priation of  each  item  of  receipt  and  expenditure  is  thus  insured. 

V.  Unexpended  balances  of  the  votes  of  a  year  are  surrendered  to  the 
Exchequer. 

VI.  After  examination  at  the  Audit  Office  the  accounts  of  each  year 
are  reviewed  by  the  House  of  Commons,  through  the  Committee  of  Public 
Accounts ;  and  any  excess  of  expenditure  over  the  amount  voted  by  Parlia- 
ment for  a  service  must  receive  legislative  sanction. 

It  was  settled  in  1872  that,  wherever  possible,  the  permanent  head  of 
the  department  was  to  be  styled  the  "  Accounting  Officer,"  and  the  officer 
who  kept  the  technical  accounts  was  denominated  "Clerk  in  Charge  of 
Accounts." 

In  Scotland  the  King's  Eemembrancer,  to  a  certain  extent,  acts  as  pay- 
master-general, which  tends  to  slightly  alter  the  accounting  in  Scotland, 
but  does  not  materially  affect  what  follows.  Besides  being  Paymaster- 
General  for  Scotland,  the  King's  Eemembrancer  also  acts  as  Accounting 
Officer  for  three  departments,  viz. : — "  Law  Charges,  and  Courts  of  Law, ' 
"  Eegister  House,  Edinburgh,"  and  the  "  Crofters  Commission."  He  thus 
requires  two  sets  of  books,  one  as  Paymaster-General  and  the  other  in  the 
capacity  of  Accounting  Officer. 

Practice. — The  accounting  officer  of  each  department  furnishes  the 
Comptroller  and  Auditor-General  with  an  account,  on  a  prescribed  form,  for 
each  month  (or  quarter)  of  the  year,  as  may  be  directed  by  him  and 
approved  by  the  Treasury.  This  is  known  generally  as  the  Monthly  Cash 
Account  It  shows  in  parallel  columns  the  receipts  and  payments  for  the 
period  for  which  the  account  is  rendered,  those  of  the  previously  expired 
portion  of  the  financial  year,  and  the  totals  from  the  commencement  of  the 
financial  year  to  the  end  of  the  month  (or  quarter)  for  which  the  account 
is  rendered.  The  full  title  of  the  account  indicates  its  contents  generally 
— "  Account  of  the  Parliamentary  Grant,  and  of  Cash  Receipts  and 
Payments  by  the  Accounting  Officer,  between  1st  April  19 —  and 
19—. 

On  the  Dr.  side  there  is  a  column  headed  "  No.  of  Schedule,"  vouchers 
being  required  to  be  forwarded  with  the  account,  and  such  schedules  being 
duly  numbered  upon  the  outside  for  ready  reference. 

Each  side  of  the  account  has  three  sets  of  money  columns,  the  objects 
of  which  are  as  follow : — 
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Receipts. — (a)  Balances. — In  the  first  column  the  total  balance  at  the 
commencement  of  the  period  for  which  the  account  is  rendered,  whether 
undrawn  from  the  Exchequer  or  in  the  hands  of  the  Paymaster-General  or 
of  sub-accountants.  In  the  second  and  third  columns  the  total  balance  at 
the  commencement  of  the  financial  year. 

(6)  Parliamentary  Grants. — So  much  of  the  grant  or  grants  administered 
by  the  department  as  may  have  been  voted  in  the  financial  year  to  which 
the  account  relatea 

(c)  Receipts  to  the  credit  of  the  vote  in  respect  of  over-payments  and 
the  like,  or  in  correction  of  errors.  Such  are  extremely  rare  in  normal 
accounting ;  they  are  put  when  they  do  occur  under  the  appropriate  sub- 
heads of  salaries  or  expenses. 

(d)  Extra  Receipts. — Amounts  received  which  are  payable  to  the  Ex- 
chequer as  miscellaneous  revenue. 

{e)  Appropriations-in-Aid. — Amounts  received  in  respect  of  estimated 
receipts  taken  in  aid  of,  and  therefore  deducted  from,  the  gross  total  of  the 
vote.  Thus,  if  the  gross  total  of  the  vote  for  a  department  were  £37,549 
and  the  appropriations-in-aid     .....  2,230 


the  net  total  required  for  that  department  would  be     .  .       £35,319 

Fees  received  by  non-revenue  departments  and  the  likeare generally  so  treated. 

(J)  Deposit  Accounts. — Amounts  received  for  services  classed  under  this 
head. 

Payments. — (a)  Parliamentary  Grant,  Surplus. — However  carefully  an 
estimate  is  made  up  there  almost  always  remains  an  unexpended  balance, 
and  this  surplus  of  the  grant  at  the  end  of  the  last  completed  financial  year 
is  "  surrendered  "  to  the  Exchequer,  thus  becoming  a  payment. 

(b)  Votes. — The  total  amounts  under  the  respective  sub-heads  of  the 
votes  of  all  final  payments  made  within  the  period  of  the  account,  whether 
made  by  orders  on  the  Paymaster-General  or  by  sub-accounting  officers. 
As  it  is  actual  disbursements  which  are  here  recorded,  advances  to  the  sub- 
accountant  for  incidental  expenses  or  such-like  similar  "  imprests  "  are  ex- 
cluded.    The  four  standing  sub-heads  are : — 

A.  Salaries  and  wages. 

B.  Travelling  expenses. 

C.  Law  expenses. 

D.  Incidental  expenses. 

(c)  Extra  Receipts. — Amounts  paid  to  the  Exchequer  on  account  of 
receipts  for  miscellaneous  revenue.  These  are  used  generally  as  appropria- 
tions-in-aid. 

(d)  Deposit  Accounts,  &c. — Payments  by  way  of  advances,  imprests,  and 
on  account  of  services  other  than  the  vote  of  Parliament. 

(e)  Balances. — The  total  unexpended  balances  of  the  grant  or  grants 
administered  by  the  department  at  the  end  of  the  respective  periods  in- 
cluded in  the  account,  whether  undrawn  from  the  Exchequer,  in  the  hands 
of  the  Paymaster-General  (less  amount  of  "  Outstanding  Orders  "  for  pay- 
ments), or  in  the  hands  of  sub-accountants. 

Receipts  or  payments  in  the  month,  total  for  the  period  from  1st  April 
to  the  end  of  the  preceding  month,  and  the  total  to  date,  is  the  apportion- 
ment respectively  of  the  triple  money  columns  upon  each  side  of  this 
account,  which  must  be  signed  by  the  "Accounting  Officer"  of  the 
department. 

Forms  and  Account  Books. — Except  the  comparatively  small  sums 
obtained  by  the  accountants  through  the  method  of  an  imprest  or  fees, 
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many  offices  receive  actually  no  cash,  but  are  simply  credited  with  the 
sum  voted  by  the  Commons.  Consequently,  the  most  important  of  the 
forms  directed  to  be  used  by  the  accounting  officers  of  the  several  Civil 
Service  votes  is  that  of  orders  for  payments. 

These  are  practically  cheques,  with  a  form  of  receipt  appended.  They 
are  sent  to  the  person  to  whom  the  amount  is  due.  They  must  be  pre- 
sented entire  and  receipted  at  the  office  of  the  Paymaster-General,  the 
banker  of  the  department,  and  he  transmits  the  receipted  orders  to  the 
offices  which  issued  them,  in  support  of  monthly  statements  which  he  pre- 
pares, showing  the  actual  payments  made  by  him  in  compliance  with  the 
orders  of  the  several  departments. 

Schedules  of  Orders  for  Payments. — To  enable  the  Paymaster-General 
to  check  the  correctness  of  the  orders  presented  to  him  for  payment,  a 
list  of  these  is  prepared,  specifying  the  names  of  the  payees  and  the 
amounts  payable,  signed  by  the  clerk  in  charge  of  accounts,  and  counter- 
signed by  the  accounting  officer,  and  this  schedule  is  despatched  to  the 
Paymaster-General  at  the  same  time  as  the  orders  are  sent  to  the  persons  to 
whom  payable. 

Schedules  of  Payments  by  Accounting  Officers. — Vouchers  for  all  final 
payments  accompany  the  monthly  account  transmitted  to  the  Comptroller 
and  Auditor-General  Such  vouchers  are  scheduled  on  the  above  form, 
under  the  respective  sub-head  of  the  grant  or  grants,  the  totals  of  the  sub- 
heads (with  a  schedule  reference  number  or  letter)  being  inserted  in  the 
account.  If  payments  are  made  through  sub-accountants  the  accounts  sent 
to  the  Audit  Office  are  accompanied  also  by  an  abstract  statement,  showing 
the  total  receipts  and  payments  of  such  accountants  included  in  the 
monthly  account  and  the  balances  in  their  hands  respectively  at  the  com- 
mencement and  the  close  of  the  period. 

Account  Books.  —  Register  of  Orders.  —  The  consecutive  number 
(beginning  at  1st  April),  the  date,  and  the  description  of  the  person  to 
whom  payable,  with  the  amount  of  the  order,  are  recorded  in  this  register. 
When  the  receipted  order  is  received  from  the  Paymaster-General  the  date 
of  payment  is  also  added. 

Petty  Cash  Book. — Eecord  of  particulars  of  imprests  and  of  any  public 
moneys  received  in  order  of  receipt,  and  of  payments  made  otherwise  than 
by  orders  on  the  Paymaster-General,  the  heads  or  sub-heads  of  receipt  and 
of  expenditure  to  which  the  amounts  are  to  be  credited  or  charged  being 
stated. 

Receivable  Order  Book. — Contains  particulars  of  the  sums  which  the 
Paymaster-General  is  authorised  to  receive  on  account  of  the  department, 
the  services  or  sub-heads  which  are  to  be  credited  being  specified. 

Estimates. — The  leading  point  of  difference  between  commercial  and 
Government  book-keeping  is  that  in  public  book-keeping  there  is  no  dis- 
tinction between  capital  and  revenue;  that  is,  practically,  no  accounts 
showing  the  value  of  the  national  assets  are  prepared.  An  apparent 
exception  to  this  is  the  Budget  statement  of  estimated  expenditure  and 
anticipated  revenue.  But,  for  accounting  purposes,  the  assets  of  a  public 
office  consist  only  of  the  amount  voted  yearly  for  its  maintenance.  An 
estimate  of  the  sums  required  to  meet  the  expenditure  of  the  votes  adminis- 
tered by  their  departments  for  the  ensuing  financial  year  has  to  be  prepared 
in  December,  by  the  several  Accounting  Officers,  and  forwarded  to  the 
Treasury.     Each  estimate  must  show : — 

I.  Total  amount  required  for  the  year. 

II.  Amount  under  each  sub-head,  giving  increase  or  decrease  compared 
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with  previous  year,  and  bringing  out  the  net  increase  or  net  decrease,  as 
shown  in  the  following  illustrative  examples : — 


Office  of  the  Secretary  for  Scotland— £35,319. 


1902-3. 

1901-2. 

Increase.    ] 

Decrease. 

£ 

£ 

£ 

£ 

Salaries,  wages,  and  allowances 

13,299 

12,904 

395 

•  ■  • 

Travelling 

620 

620 

•  •  • 

•  •  • 

Special  inquiries 

80 

80 

... 

•  •  ■ 

Incidental  expenses 

Congested  Districts  Board  (Scotland)  grant 

250 

250 

... 

•  •  • 

in  aid        ....... 

20,000 

20,000 

... 

•  •«■ 

Expenses  under  the  Private  Legislation  Pro- 

cedure (Scotland)  Act,  1899 

1,500 

3,000 

i         **  * 

1500 

Expenses  under  the  Inebriates  Acts 

1,800 

•  »  • 

i       1800 

... 

|                      Gross  Total        .... 

37,549 

86,854 

2195 

1500 

Deduct — 

Appropriations  in  aid 

i 

2,230 

8,400 

1      1170 

i 

•  • « 

!                      Net  Total          .... 

35,819 

33,454 

,      3365 

1500 

Net  increase— £1865. 

Fishery  Board  for 

Scotland— £18,097. 

1902-8. 

1901-2. 

Increase. 

Decrease. 

Salaries  and  allowances        .... 

Travelling 

Postage         ....... 

Grants  in  aid  of  piers  or  auays  (5  Geo.  iv.  c.  64) 
Surplus  of  herring  brana  fees,  1901 
Scientific  investigation          .... 

Incidental  expenses 

Total 

£ 

10,725 

1,700 

90 

3,000 

1,327 

770 

485 

£ 

10,600 

1,600 

90 

3,000 

2,770 
485 

£ 

125 
100 

■  ■  • 

1827 

•  •  ■ 

•  ■  • 

£ 
2000 

18,097 

18,545 

1552 

2000 

Net  decrease — £448. 

Lunacy  Commission,  Scotland — £6075. 


-       1902-8. 

1901-2.      |    Increase. 

Decrease. 

Salaries        ....... 

Travelling  expenses 

Incidental  expenses 

£ 
5895 
1125 

80 

£         '          £ 
5434 
1125 

70               10 

£ 
39 

•  •  • 

•  •  * 

Gross  total         .... 
Deduct — 
Appropriations  in  aid 

6600 
525 

6629               10 

525      | 

39 

•  •  • 

Net  Total          .... 

6075 

6104               10 

39 

Net  decrease — £29. 
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Beoistbab-Genebal'8  Office,  Scotland — £7530. 


1902-8. 

1901-2. 

Increase. 

Decrease. 

Travelling  expenses 

Incidental  expenses 

Census  of  Scotland,  1901  (63  Vict  c  4.)— 

Salaries ....... 

Incidental  expenses       .... 

Payments  to  local  officers 

Gross  total         .... 
Deduct — 
Appropriations  in  aid  (fees  for  searches  and 
extracts)    ....... 

Net  total 

i 

£ 

4230 
1200 

130 

2700 
20 

•  •  ■ 

£ 
4,143 
1,200 
130 

2,500 

250 

26,000 

£ 
87 

•  ■  • 

•  •  • 

200 

•  •  • 

•  ■  • 

£ 

... 

•  •  • 

•  •  • 

■  ■  • 

230 
26,000 

8280 
750 

34,223 
750 

287 

•  •  • 

26,230 

•  •  • 

7530 

33,473 

287 

26,280 

1        Net  decrease— £25,943. 

i 

Local  Government  Board  for  Scotland — £13,945. 


1902-8. 

1901-2. 

Increase. 

Decrease. 

Salaries  and  wages 

Travelling  expenses 

Special  inquiries 

Incidental  expenses 

£ 

11,470 

1,500 

770 

205 

£ 

11,403 

1,500 

670 

205 

£ 
67 

•  •  • 

100 

•  •  • 

£ 

•  •  • 
■  •  • 

•  •  • 

•  ■  • 

13,945 

13,778 

167 

•  •  • 

Increase— £167. 

Three  of  these  are  normal.  That  of  the  Registrar-General  shows  a 
large  decrease,  owing  to  the  fact  that,  in  1901,  the  department  expended 
most  of  the  amount  voted  for  the  decennial  census.  Private  Bill  Procedure 
expenses,  and  an  estimate  for  expenses  under  the  Inebriates  Acts  newly 
introduced,  explain  chiefly  the  variation  in  the  estimate  for  the  Scottish 
Office  which — as  it  has  only  a  small  branch  in  Edinburgh — is  practically  a 
London  Department. 

The  Estimates  are  published  as  Parliamentary  papers.  As  submitted 
to  the  Treasury  they  contain  additional  details,  notes,  and  explanations, 
namely : — 

III.  Details  under  each  sub-head,  mentioning  figures  as  to  the  minimum 
and  maximum  salary,  amount  of  increment,  and  similar  particulars. 

As  all  new  expenses  have  to  be  the  subject  of  correspondence  before 
they  are  allowed  to  be  entered  in  the  estimates,  their  revision  by  the 
Treasury  entails  generally  very  few  inquiries.  After  the  approval  of  the 
Treasury  the  estimates  are  presented  to  the  House  of  Commons  as  soon  as 
possible  after  the  meeting  of  Parliament.  Then  members  who  wish  to 
criticise  the  working  of  a  department  may  move  the  reduction  of  its  vote 
by  £100,  or  the  like  sum. 

The  estimates  are  discussed  in  Committee  of  Supply  by  the  Commons, 
who,  from  time  to  time,  pass  resolutions  granting  first  the  moneys  for  (1) 
the  supplementary  estimates  for  current  year,  (2)  the  excesses  on  the 
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grants  of  the  preceding  year,  and  (3),  the  miscellaneous  advances  from  the 
Civil  Contingencies  Fund,  and  then  the  necessary  sums  to  defray  the  expen- 
diture of  the  several  services  in  the  ensuing  year. 

The  Civil  Contingencies  Fund  is  regulated  by  a  Treasury  minute,  dated 
13th  May  1862,  and  is  a  kind  of  reserve  fund.  It  is  used,  for  instance,  to 
meet  the  initial  expenses  when  a  new  office  is  established  by  enactment, 
and  for  similar  unforeseen  expenses.  No  payment  is  finally  charged  to  this 
fund,  as  it  is  employed  by  the  Treasury  in  making  advances  in  anticipation 
of  votes,  or  advances  repayable  from  other  sources,  and  to  defray  unforeseen 
expense  of  a  special  character  not  provided  for  by  Parliament.  These  last 
payments  are  repaid  to  the  fund  in  the  following  year  by  a  special  vote. 
The  fund  has  a  fixed  capital  of  £120,000 ;  and  the  annual  account  showing 
its  receipts  and  payments  in  the  financial  year,  the  distribution  of  its  capital, 
and  the  details  of  advances  outstanding,  is  presented  to  Parliament  after  it 
has  been  examined  by  the  Audit  Office. 

The  Treasury  Chest  Fund  is  similar  in  purpose  to  the  Civil  Contin- 
gencies. It  has  a  fixed  capital  of  one  million  pounds.  Its  use  is  regulated 
by  the  Act  40  &  41  Vict.  c.  45 ;  and  it  is  principally  employed  for  receiv- 
ing and  remitting  money  to  sub-accountants  of  the  Axmy,  Navy,  and 
Civil  Service  at  distant  stations  abroad.  The  several  Treasury  chest  officers 
supply  themselves  with  funds  by  drawing  bills  on  the  Treasury,  and  they 
also  receive  specie  direct  from  England.  The  net  gain  which  may  result 
from  transactions  connected  with  the  raising  of  money  is  paid  into  the 
Exchequer,  while  any  like  loss  is  met  out  of  a  vote  of  Parliament.  An 
annual  account  is  made  up  in  the  same  way  as  in  connection  with  the  Civil 
Contingencies  Fund.  This  fund,  mainly  owing  to  circumstances  of  climate 
and  distance,  is  occasionally  a  source  of  trouble,  and  the  position  of  Treasury 
chest  officer  demands  a  particularly  keen  and  alert  accountant. 

Votes  :  Ledger  Accounts. — The  estimates  having  been  passed  and 
sums  voted,  the  circulation  of  the  amounts  begins  by  the  necessary  entries 
being  made  between  the  Treasury  and  the  services  to  which  the  money  is 
applicable.  The  special  forms  and  account  books  have  been  mentioned 
already.  In  addition  to  these  there  are  the  usual  Journal  (not  indis- 
pensable) and  Ledgers  {Personal  and  Service)  for  the  completion  of  the 
record  and  classification  of  the  receipts  and  payments.  Briefly  the  chief 
Ledger  accounts  are  as  follows : — 

1.  Exchequer  Grants. — Debits — Amounts  voted  from  time  to  time 
by  Commons.  Credits — Issues  from  Exchequer  to  Paymaster-General, 
and  surplus  when  written  off  after  the  yearly  appropriation  account  is 
examined. 

2.  Paymaster-General. — Debits — Amounts  issued  from  the  Exchequer, 
and  any  other  moneys  received  by  the  Paymaster-General  on  account  of  the 
department.  Credits — Monthly  totals  of  actual  payments  by  Paymaster- 
General,  in  schedule  and  vouchers  transmitted  by  him  to  the  department 
concerned. 

3.  Orders  Payable. — Debits — The  monthly  totals  of  actual  payments 
by  the  Paymaster-General  (as  in  foregoing  No.  2).  Credits — The  monthly 
total  of  payments  which  the  Paymaster-General  has  been  authorised  by  the 
department  to  make,  as  per  Register  of  Orders. 

4.  General  Account  of  each  Vote. — Debits — The  net  amount  of  ex- 
penditure in  the  year,  as  shown  under  the  accounts  of  the  sub-heads  of  the 
vote.  When  directed  to  be  written  off,  the  surplus  of  the  grant  is  also 
debited  here.  Credits — The  amounts  voted  by  the  House  of  Commons.  If 
the  vote  is  taken  under  one  head  only,  this  account  is  debited  monthly 


216  GOVERNMENT  BOOK-KEEPING 

with  the  totals  of  all  final  payments,  and  is  credited  with  the  amount  of 
any  disallowances,  and  the  like,  required  to  be  brought  into  account.  This 
Ledger  Account,  when  completed,  corresponds  with  the  Annual  Appropria- 
tion Account. 

Appropriation  Account — The  Accounting  Officer  of  each  of  the  votes — 
in  compliance  with  the  Exchequer  and  Audit  Departments  Act  1866 — 
renders  to  the  Comptroller  and  Auditor-General,  not  later  than  30th  Novem- 
ber, an  appropriation  account  of  the  vote  for  the  financial  year  ended  31st 
March  preceding. 

An  appropriation  account  of  supply  grants  exhibits  on  the  charge  side 
the  sum  or  sums  appropriated  by  Parliament  for  the  service  of  the  financial 
year  to  which  the  account  relates,  and  on  the  discharge  side  the  sums  which 
may  have  actually  come  in  course  of  payment  within  the  same  period ;  and 
no  imprest  or  advance,  of  the  application  of  which  an  account  has  not  been 
rendered  to  and  allowed  by  the  accounting  department,  is  included  on  the 
discharge  side.     (Section  24,  Exchequer  Act  1866.) 

Accordingly,  this  account  is  designed  to  show  under  the  several  sub- 
heads— (1)  The  amount  granted  by  Parliament  for  the  service  as  detailed 
in  the  estimate ;  (2)  the  expenditure  compared  with  the  grant ;  (3)  appro- 
priations-in-aid  estimated  and  realised;  (4)  the  surplus  or  deficit  under 
each  sub-head,  with  an  accompanying  explanation  of  the  causes  which  led 
thereto ;  (5)  the  total  surplus  to  be  surrendered  to  the  Exchequer,  or  the 
deficit  to  be  voted ;  and  (6)  the  amount  of  extra  receipts  received  and  paid 
over  to  the  Exchequer. 

Expenditure  exceeding  Grant. — Public  offices,  like  individuals,  may  incur 
expenditure  in  excess  of  their  allowance ;  and  when  payments,  which  are 
due  during  the  year,  did  not  press  for  immediate  discharge  they  were 
postponed  to  avoid  expenditure  in  excess  of  the  grants.  But  in  order  that  the 
fact  of  the  practical  financial  irregularity  which  occurred  might  not  be  with- 
held from  the  knowledge  of  Parliament,  the  Committee  of  PublicAccounts 
recommended  that  payments  so  postponed  for  want  of  funds  should  be 
shown  upon  the  face  of  the  Appropriation  Account.  This  was  a  very  con- 
venient relaxation  of  the  primary  rule  that  liabilities  in  excess  of  the  grants 
of  Parliament  should  not  be  incurred.  The  liabilities  to  be  shown  were  such 
only  as  would,  in  ordinary  course,  be  paid  within  the  financial  year  to  which 
the  grant  exceeded  applied.  This  divergence  from  the  primary  rule  of 
keeping  within  the  vote  was  meant  only  to  meet  cases  of  exceptional  circum- 
stances, in  which  the  amount  of  accruing  liabilities  was  not  within  the  control 
of  the  department;  and  it  was  also  allowed  when  an  Accounting  Officer  found 
himself — when  too  late  to  obtain  an  addition  to  the  grant — confronted 
with  unforeseen  liabilities  exceeding  the  amount  at  his  disposal  The  fact 
of  such  postponements  and  the  amounts  appeared  accordingly  upon  the 
appropriation  accounts  of  the  votes  relative  to  any  department  which 
had  exceeded  its  allowance  for  any  year.  Such  instances  are  uncommon. 
This  privilege  of  allowing  departments  to  postpone  payments  in  order  to 
avoid  a  supplementary  estimate  was  withdrawn  recently  in  deference  to 
the  repeated  criticisms  of  the  Public  Accounts  Committee.  Apparently 
the  withdrawal  of  the  privilege  is  intended  to  be  permanent.  Recent 
circulars  have  been  issued  urging  on  Accounting  Officers  the  importance  of 
estimating  their  expenses  as  carefully  as  possible,  so  as  to  minimise  the  risk 
of  a  supplementary  estimate  being  afterwards  required.  But  it  is  now 
held  in  the  highest  financial  department  that  a  supplementary  estimate 
is  less  objectionable  than  a  deliberate  postponement  of  expenditure. 
Less  rare  are  cases  of  deficiency  under  some  one  sub-head  of  a  vote.     On 
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Treasury  authority  being  received  such  a  deficiency  may  be  met  from  the 
surplus  or  saving  under  other  sub-heads  of  the  same  vote.  In  this  way,  for 
example,  a  deficiency  in  say  travelling  expenses  might  be  met  from  the 
surplus  of  any  one,  or  all,  of  the  other  sub-heads  of  the  grant ;  and  this  is 
a  transfer  not  infrequently  adopted,  preventing,  in  a  convenient  way,  the 
necessity  for  a  small  supplementary  estimate. 

"Imprests" — When  a  chief  clerk,  or  similar  officer  who  acts  as  sub- 
accountant,  finds  his  cash  running  short  he  prepares  a  statement  for  an 
"  imprest."  Money  obtained  by  imprest  bears  a  close  resemblance  to  the 
petty  cash  of  a  commercial  office.  An  " imprest"  statement  contains  a 
note  of  the  balance  of  cash  in  hand,  the  estimated  receipts  for  one  month 
from  its  date,  and  the  estimated  payments  for  one  month.  With  a  good 
margin  added  for  emergencies  the  deficiency  thus  shown  constitutes  the 
amount  requested  as  an  advance  or  "imprest."  Before  despatch  to  the 
Paymaster-General  the  statement  is  examined  and  signed  by  the  head  of 
the  department,  who  is  the  accounting  officer,  though  nearly  always  exempt 
from  any  actual  work  in  connection  with  what  the  Treasury  terms  "  the 
technical  business "  of  accounts  and  book-keeping.  When  the  amount  of 
the  imprest  is  received  the  sub-accountant  is  debited  therewith,  and  a 
corresponding  credit  given  to  the  Paymaster-General 

The  Paymaster-General. — As  indicated  in  the  brief  description  of  Ledger 
Account,  No.  2,  this  official  makes  the  payments  required  by  the  several 
departments  out  of  sums  placed  to  his  supply  account  at  the  Bank  of  Eng- 
land for  that  purpose  by  order  of  the  Lords  of  the  Treasury,  and  authorised 
by  the  Comptroller  and  Auditor-General.  He  may,  therefore,  be  described 
as  the  chief  state  banker.  Army  and  Navy  are  each  included  in  one 
account.  But  for  the  Civil  Service  votes  he  keeps  for  every  grant  a 
separate  account,  to  which  he  credits  the  sums  issued  from  the  Exchequer, 
and  debits  the  orders  drawn  upon  him  by  the  different  departments.  At  the 
end  of  every  month  the  Paymaster-General  furnishes  to  each  accounting 
officer  a  statement  of  account.  The  Paymaster-General  does  not  act  as 
banker  for  the  departments  which  receive  revenue,  who  themselves  have 
separate  bank  accounts,  as  will  now  be  explained. 

Revenue  Departments. — Owing  to  the  fact  that  revenue  departments 
receive  money  directly  from  the  public,  some  differences  in  detail  exist  in 
their  accounting  compared  with  that  of  the  ordinary  Government  depart- 
ment. After  deduction  of  payment  for  drawbacks,  bounties  of  the  nature 
of  drawbacks,  repayments,  and  discounts,  the  gross  revenue  collected,  and 
all  other  moneys  payable  to  the  Exchequer,  are  paid  into  the  Bank  of 
England  or  the  Bank  of  Ireland,  to  an  account  entitled  "  The  Account  of 
His  Majesty's  Exchequer."  This  procedure  is  authorised  by  section  10  of 
29  &  30  Vict.  cap.  39,  the  Exchequer  and  Audit  Department  Act.  Under 
the  authority  of  the  same  Act  the  collectors  and  receivers  of  revenue  are 
allowed,  however,  to  cash,  out  of  the  moneys  collected  by  them,  orders  issued 
for  any  authorised  service ;  and  they  also  meet  the  ordinary  expenditure  of 
their  departments,  in  the  first  instance,  from  the  revenue  collected.  Amounts 
so  advanced  are  repaid,  however,  to  the  revenue  departments  out  of  the 
moneys  provided  by  Parliament  for  the  several  services,  so  that  the  gross 
revenue  is  eventually  placed  to  the  credit  of  the  Exchequer. 

The  Inland  Kevenue  and  the  Customs  have  each  an  official  designated 
"Accountant  and  Comptroller -General,"  while  the  Post  Office  has  its 
"Comptroller  and  Accountant -General" — the  technical  character  of  the 
accounting,  and  other  considerations  of  control,  requiring  that  their  finance 
should  be  so  checked  and  audited  in  the  first  instance.     But  there  is  also 
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an  examination  by  the  Audit  Office  of  "  accounts  of  receipt  of  revenue  and 
repayments  therefrom,"  in  accordance  with  regulations  prescribed  by  the 
Treasury  under  the  33rd  sec.  of  29  &  30  Vict.  c.  29.  In  this  audit  of  the 
Customs,  Inland  Eevenue,  and  Post  Office,  the  discharge  side  of  the  several 
sub-accounts  are  inspected  to  see  that  they  bear  evidence  of  having  been 
submitted  to  a  proper  departmental  examination ;  the  vouchers  are  compared 
with  the  sums  taken  credit  for  as  repayments  of  duty  or  abatements  of 
revenue,  and  it  is  ascertained  that  the  amounts  for  which  credit  is  claimed 
as  having  been  paid  to  the  Exchequer  are  brought  duly  to  account.  The 
charge  side  is  subject  to  a  test  examination  to  ascertain  that  the  regulations 
have  been  observed.  A  complete  examination,  however,  is  not  made,  so 
that  the  Audit  Office  does  not,  as  in  the  ordinary  case,  prepare  "  state- 
ments" of  them  for  "  signing  and  passing" ;  but  the  results  of  the  audit 
are  communicated  to  the  Treasury  and  the  department  concerned,  and  to 
Parliament,  with  reports  upon  the  appropriation  accounts. 

The  Appropriation  Act. — At  the  end  of  the  parliamentary  session  is 
passed  the  Appropriation  Act.  It  grants  the  balance  necessary  to  cover 
the  votes  in  supply.  It  also  appropriates  the  sum  so  granted,  as  well  as 
the  previous  grants  during  the  year  for  supply  services,  to  the  purposes 
and  services  expressed  in  a  schedule  to  the  Act.  This  schedule  sets  forth 
in  detail  each  vote  and  the  amount  granted  by  Parliament  for  the  service, 
and  it  is  enacted  that  the  total  sum  granted,  "  shall  be  appropriated  and  be 
deemed  to  have  been  appropriated  as  from  the  date  of  the  passing  of  the 
first  of  the  Acts "  of  the  session,  granting  issues  from  the  Consolidated 
Fund  for  supply  services.  The  Act  thus  gives  all  the  votes  full  legislative 
sanction.  Departments  are  inhibited  by  the  Appropriation  Act  from 
applying  the  vote  of  any  year  to  other  purposes  than  to  meet  the  payments 
to  be  made  during  the  year  for  which  the  amount  is  granted. 

Annual  Abstract  Account. — Each  accounting  officer  has  to  forward 
to  the  Audit  Office  in  April  an  annual  abstract  account.  This  account 
comprises  on  the  debit  side  the  total  amount  of  the  sums  received  within 
the  year,  and  on  the  credit  side  the  total  amount  paid  away.  The  total 
debits  and  credits  of  the  twelve  monthly  cash  accounts  equal  the  total 
sums  inserted  in  the  account ;  and  the  difference  constitutes  the  balance 
in  the  hands  of  the  Accountant  on  the  last  day  of  the  financial  year. 

Surplus  or  Saving. — Any  saving  on  the  total  vote  for  the  preceding 
year  is  "  surrendered "  to  the  Exchequer  by  the  convenient  method  of 
cancelling,  in  the  Exchequer  books,  an  equivalent  sum  of  the  then  open 
vote  for  the  same  service. 

Audit. — The  periodical  accounts  of  Civil  Service  votes  rendered  by  the 
various  Accounting  Officers  are  examined  by  the  Comptroller  and  Auditor- 
General,  with  particular  reference  to  the  following  points  which  may  serve 
as  a  precis  of  the  practice  of  Government  book-keeping : — 

1.  That  the  sums  voted  on  account  are  duly  credited,  and  that  the 
amount  of  the  Parliamentary  grant  brought  to  credit  agrees  with  the 
Appropriation  Act. 

2.  That  the  payments  charged  to  the  grant  are  supported  by  vouchers  or 
proof  of  payment,  and  were  made  within  the  period  for  which  the  account 
is  rendered. 

3.  That  in  every  charge  against  a  vote  the  money  expended  has  been 
applied  to  the  purpose  or  purposes  for  which  the  grant  was  intended  to 
provide. 

4.  That  the  payments  are  charged  to  the  proper  sub-head  of  the  vote. 

5.  That  no  imprests  or  advances  (of  the  application  of  which  an  account 
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may  not  have  been  rendered  to,  and  allowed  by,  the  accounting  depart- 
ment) are  charged  as  final  payments  against  the  grant. 

6.  That  payments  are  not  made  contrary  to  the  provisions  of  any  Act 
of  Parliament,  Order  in  Council,  or  other  superior  authority. 

To  enable  Accounting  Officers  to  close  their  books  for  each  year  at  a 
reasonable  date,  orders  for  payments  during  the  financial  year  not  presented 
for  payment  before  30th  June  (three  months  after  the  end  of  the  official 
year),  are  cancelled,  and  the  amounts  recredited. 

The  foregoing  six  points  (with  the  checking  of  the  castings  and  com- 
putations) cover  the  examination  of  the  accounts  as  on  behalf  of  the  House 
of  Commons;  but  the  Comptroller  and  Auditor-General  also  audits  the 
several  accounts  on  behalf  of  the  Treasury,  with  the  view  of  ascertaining 
that  expenditure  which  requires  to  be  supported  by  the  authority  of  that 
department  has  been  duly  sanctioned ;  and,  as  indicated  under  the  heading 
of  "  Estimates,"  the  Treasury  require  to  be  submitted  to  them  for  their 
approval  the  establishment  of  every  office,  all  rates  and  scales  of  personal 
remuneration,  and  all  special  expenditure;  while  the  annual  finance 
accounts,  mentioned  at  the  beginning  of  this  article,  of  the  national  income 
and  expenditure,  prepared  under  the  provisions  of  the  Act  17  &  18  Vict. 
c.  94,  for  Parliament  by  the  Treasury,  form  the  climax  of  our  clear  system 
of  Government  accounting.  G.  T.  Bissbt  Smith. 

Graphic  Method.    ^Diagrams. 


m. — A  term  in  Scots  law  applied  to  a  gross  or  lump  sum, 
as  the  consideration  or  part  consideration  for  granting  a  feu  or  lease,  as 
distinguished  from  an  annual  payment  of  feu  duty  or  rent.  It  is  practically 
only  of  importance  in  connection  with  entailed  estates,  the  prohibition  against 
alienating  the  estate  expressed  in  the  deed  of  entail,  or  implied  by  the  clause 
in  the  deed  authorising  registration  in  the  Eegister  of  Tailzies,  being  held 
to  cover  feuing  (where  feuing  is  competent,  either  in  virtue  of  a  power  to 
feu  conferred  by  the  deed  of  entail  or  under  the  Entail  Acts),  or  letting  on 
lease,  for  other  consideration  than  the  annual  feu  duty  or  rent.  In  the 
case  of  feus,  however,  the  heir  of  entail  in  possession  is  entitled  to  stipulate 
for  payment  of  an  additional  sum  at  recurring  periods  in  lieu  of  the  legal 
casualties  of  relief  and  composition  formerly  implied  in  feudal  rights,  but 
as  regards  compositions  untaxed  (i.e.  not  fixed  at  a  definite  sum)  and  payable 
at  irregular  intervals,  abolished  by  the  Conveyancing  (Scotland)  Act  1874, 
unless  expressly  stipulated  for. 

By  the  Entail  Amendment  Act  1848  (11  &  12  Vict.  cap.  36),  sec. 
24,  heirs  of  entail  are  specially  empowered  to  grant  feus  or  long  leases, 
subject  to  certain  limitations  and  conditions,  "  provided  always  that  it  shall 
not  be  lawful  for  such  heir  to  take  any  grassum,  or  fine,  or  valuable  con- 
sideration other  than  the  tack  duty,  or  rent,  for  granting  any  such  feu  or 
lease,  nor  to  grant  any  feu  or  lease  of  the  mansion-house,  offices,  or  policies 
of  the  estate ;  and  such  heir  shall  be  entitled  to  make  at  the  sight  of  the 
Court  all  such  feu  charters  or  other  feu  rights,  or  tacks,  or  leases,  as  shall 
be  necessary ;  and  in  case  any  such  grassum,  fine,  or  consideration  shall  be 
taken,  and  in  case  any  feu  or  lease  hereby  prohibited  shall  be  granted,  such  feu 
or  lease  shall  be  null  and  void ;  but  nothing  herein  contained  shall  prevent, 
or  be  construed  to  prevent,  any  heir  of  entail  in  possession  from  exercising 
any  power  of  granting  feus  or  leases,  which  may  be  contained  in  the  tailzie 
under  which  he  possesses,  more  extensive  than  the  power  of  granting  feu 
or  leases  hereby  conferred." 
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Iiferenters,  who  have  an  interest  merely  in  the  rents  and  annual  profits, 
are  under  the  like  disability  to  accept  ffrassums  as  a  consideration  for  granting 
leases  at  a  reduced  rent. 

Fee  simple  proprietors,  being  unfettered  in  regard  to  their  dealings  with 
their  own  property,  are  quite  entitled  to  accept  grassums.  Leases  granted 
by  such  proprietors  for  a  sum  down  and  a  low  rent  will  be  effectual  to  the 
tenants  against  purchasers  of  the  subjects,  such  purchasers  being  only  entitled 
to  draw  the  stipulated  rent  under  the  lease,  and  having  no  right,  apart  from 
special  agreement,  to  a  share  of  the  grassum,  although  the  grassum  is  in 
reality  a  payment  in  anticipation  of  future  rents.  But,  to  make  the  lease 
binding  upon  purchasers  of  the  subjects,  the  rent,  though  it  may  be  low, 
must  not  be  elusory  or  nominal.  This  ride  does  not,  however,  appear  to 
apply  to  leases  capable  of  being  registered  and  duly  registered  under  the 
Registration  of  Leases  Act  1857  (20  &  21  Vict.  cap.  26),  which  are  by  the 
Act  declared  to  be  effectual  against  singular  successors. 

John  K.  Laidlaw. 

Gratuitous  Deed.    See  Conjunct  and  Confident  Pkbson. 

CrOSS  Profit  means  the  full  amount  of  profit  without  deduction 
of  certain  items  which  are  chargeable  against  profit.  What  these  certain 
items  are  depends  upon  the  nature  of  the  business  and  the  method  of 
keeping  the  accounts.  In  the  case  of  a  retail  trader  the  gross  profit  is  the 
profit  shown  by  the  Goods  Account  or  the  excess  of  the  price  realised  for 
the  goods  over  the  cost  of  these  goods.  The  shop  rent,  taxes,  wages,  and 
other  expenses  form  deductions  from  this  gross  profit,  and  when  they  are 
deducted  the  amount  is  called  the  net  profit,  or  simply  profit. 

In  the  case  of  a  manufacturer's  accounts  the  gross  profit  is  usually 
looked  upon  as  the  profit  shown  in  the  manufacturing  account  after 
charging  against  the  sales  all  the  expenses  of  production.  The  expenses  of 
distribution  and  of  financing  the  business  form  a  charge  against  this  gross 
profit. 

The  total  fees  of  a  doctor  or  accountant  are  sometimes  looked  upon  as 
gross  profit. 

CrOSS  Weight  is  the  weight  of  goods  and  the  cases,  vessels, 
wrappers,  packing  boxes,  or  other  articles  in  which  the  goods  are  packed. 
It  is  the  total  weight  without  any  deduction.  Tare  is  the  weight  of  the 
cases,  wrappers,  etc.  and  the  difference  between  the  two  gives  the  weight  of 
the  goods,  or  the  net  weight. 

The  term  gross  is  also  used  to  express  twelve  dozen  or  one  hundred  and 
forty-four. 

Ground  Annual  is  the  term  used  in  Scotland  for  an  annual 
payment,  by  way  of  rent,  for  ground  for.  buildings,  and  constituted  a  real 
burden  on  the  lands  and  any  buildings  thereon,  either  by  way  of  reservation 
or  constitution  in  a  deed  between  the  parties.  The  origin  of  the  practice  is 
generally  supposed  to  be  in  connection  with  Church  property.  When  the 
Crown  became  superior  of  the  lands  of  the  Church,  the  vassals  who  had  held 
of  the  latter  were  entitled  to  be  entered  with  the  Crown,  where  they  had 
not  recognised  the  lord  of  erection  as  an  intermediate  superior.  The  hold- 
ing of  the  Crown  was  blench,  but  an  annual  payment  was  exigible  by  the 
successor  of  the  lord  of  erection  as  a  "  ground  annual."  The  practice  was 
subsequently  resorted  to  in  towns  chiefly  where  there  was  a  demand  for 
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building  ground,  and  subinfeudation  was  prohibited.  It  is  still  a  common 
practice  where  a  builder  takes  off  a  lot  of  building  ground  at  a  given  rate, 
builds  tenements  thereon,  and  desires  to  get  more  for  his  ground  than  what 
he  himself  pays  to  his  superior  by  way  of  feu-duty.  To  accomplish  this 
he,  B  (the  builder),  either  conveys  the  subject  to  A  absolutely,  who  there- 
upon reconveys  the  subject  back  again  burdened  with  the  desired  annual 
payment  and  duplicand,  or  other  fixed  periodical  payment,  declaring  the 
same  to  be  a  real  burden  on  the  lands  for  all  time  to  be  payable  to  A,  and 
that  it  shall  be  specified  or  validly  referred  to  in  all  subsequent  titles 
under  pain  of  irritancy;  or  he  enters  into  a  formal  contract  of  ground 
annual  with  A,  whereby  in  consideration  of  the  ground  annual  he  sells  and 
dispones  the  lands  to  him,  declaring  the  ground  annual  to  be  a  real  burden, 
for  security  of  which  A  undertakes  to  erect  and  maintain  buildings,  with 
an  irritancy  in  the  event  of  failure  to  do  so,  or  allowing  two  years'  ground 
annual  to  remain  unpaid,  and  a  stipulation  that  the  burden  ana  other 
conditions  should  be  inserted  or  validly  referred  to  in  all  future  deeds,  with 
irritancy  of  return  in  case  of  failure.  The  term  of  entry  is  then  stated,  and 
other  usual  clauses.  The  purchaser  then  binds  himself  and  his  successors 
to  pay  the  ground  annual  and  duplicand  or  periodical  payment,  and  in 
security  thereof  he  sells  and  dispones  to  the  seller  not  only  the  ground 
annual  stipulated  to  be  paid  from  the  lands,  but  also  the  lands  themselves  in 
usual  form,  and  likewise  binds  himself  to  record  his  conveyance  within  a 
limited  time.  The  ground  annual  here  alluded  to  is  one  usually  obtained 
for  the  sole  purpose  of  creating  a  revenue  out  of  the  ground  and  buildings 
payable  to  the  builder — the  vassal — himself.  Prior  to  1874  the  contract  of 
ground  annual  was  a  form  of  conveyance  much  in  use  in  certain  burghs  in 
Scotland.  Instead  of  paying  the  value  in  a  slump  capital  sum,  a  party 
was  by  means  of  that  form  of  deed  enabled  to  acquire  a  building  stance  for 
a  small  annual  payment,  and  the  contract  contained  a  right  of  redemption 
to  the  debtor  on  the -expiry  of  ten,  fifteen,  or  twenty  years ;  and  of  which 
right,  if  prosperous,  the  party  usually  availed  himself,  and  thereupon  in 
future  held  an  absolute  and  unqualified  title  to  his  building  stance  and  the 
buildings  erected  thereon. 

A  contract  of  ground  annual  has  certain  inherent  defects,  or  at  least  is 
inferior  to  a  feu  right.  (1)  In  the  case  of  a  feu  right  the  superior's  right  is 
not  affected  by  the  omission  from  subsequent  transmissions  of  the  conditions 
of  the  feu,  and  (2)  the  vassal  on  delivery  and  recording  of  the  feu  right 
has  an  unqualified  and  absolute  title  to  the  feu.  Whereas  in  the  case  of  a 
contract  of  ground  annual  (1)  such  omissions  for  forty  years  will  work  off 
the  conditions  by  prescription  to  the  creditor's  prejudice,  and  (2)  the 
creditor  in  the  ground  annual  has  all  such  rights  and  remedies  as  would 
have  been  competent  to  him  had  he  held  a  bond  of  annuity  and  disposition 
in  security  over  the  subjects,  thus  seriously  impairing  the  value  of  the 
debtor  or  purchaser's  right.  Accordingly  the  market  value  of  feu-duties  is 
generally  supposed  to  be  5  per  cent  better  than  that  obtained  for  ground 
annuals. 

The  right  of  the  creditor  in  a  ground  annual  is  completed  by  the 
infeftment  of  the  debtor  (the  purchaser)  by  recording  his  title  in  the 
appropriate  register  in  ordinary  form.  J  as.  Campbell  Irons. 

Ground  Rent. — This  is  the  term  used  in  England  for  a  sum 
payable  by  the  builder  or  owner  of  houses  for  the  land  on  which  a  building 
is  erected.  It  is,  of  course,  much  less  than  the  rent  for  which  the  house 
and  land  are  let  when  the  builder  erects  the  house.    The  latter  is  generally 
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termed  the  "  rack  rent,"  and  the  two  classes  of  rents  require  to  be  distinctly 
differentiated  in  selling,  otherwise  there  may  be  essential  error  and  the 
bargain  be  set  aside. 

Freehold  ground  rents  are  reckoned  very  safe  investments,  and  such  as 
trustees  are  authorised  to  invest  in  unless  prohibited  by  the  settlement  of 
the  truster.  As  they  are  generally  secured  by  buildings  of  considerably 
more  value,  carrying  power  to  re-enter  for  breach  of  covenants,  and  possess- 
ing besides  the  usual  remedies  for  recovery  of  debt,  authority  to  distrain  on 
the  subjects  or  any  of  the  buildings  on  which  charges  in  arrear  may  be 
jointly  due,  they  rank  along  with  consols  in  the  market.  The  value  is 
affected  by  the  character  of  the  title,  the  nature  and  age  of  the  buildings 
securing  the  payment  of  the  cost  of  re-erection,  the  probability  of  rebuild- 
ing, nature  of  neighbourhood,  whether  improving  or  retrogressing,  as  in- 
fluencing letting,  and  amount  of  land  tax.  Where  all  the  circumstances 
are  favourable  they  will  often  bring  as  high  as  thirty-three  years'  purchase, 
and  sometimes  more. 

In  England  much  of  the  land  on  which  buildings  are  erected  is  held  on 
lease  for  ninety-nine  years,  the  buildings  at  the  expiry  of  the  lease  reverting 
with  the  land  to  the  owner  and  becoming  his  property.  Curiously  enough 
there  is  not  much  difference  between  the  number  of  years'  purchase  obtained 
for  such  and  similar  freeholds,  the  difference  being  only  about  \  to  2  per 
cent  in  favour  of  the  latter,  though  the  one  is  held  in  perpetuity  while  the 
other  is  subject  to  terminal  possession,  liability  to  forfeiture  from  breach  of 
covenants,  and  many  other  conditions  not  affecting  freeholds. 

The  ground  rent  exigible  in  order  to  rank  as  a  first  class  investment 
should  not  be  more  than  one-fifth  or  one-sixth  of  moderate  house  rental, 
the  price  or  number  of  years'  purchase  rising  or  falling  proportionately 
according  to  the  amount  by  which  it  is  secui-ed. 

Jas.  Campbell  Ikons. 
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1.  Derivation,  Scope, and  Meaning  of  the  word  "Guarantee" — The  word 
"guarantee,"  with  its  spelling  thus  modernised  (Skeat's  Etymological Dicty., 
tits  "guarantee"  and  "guaranty" ;  Imperial  Dicty.,  vol.  iv.,  tits  "guarantee" 
and  "  guaranty,"  p.  437),  is  still  not  unfrequently  written  in  statutes  (see 
Partnership  Act  1890,  sec.  18)  and  elsewhere,  "  guaranty,"  which  was  un- 
doubtedly the  earlier,  and,  semble,  is  really  the  more  correct  appellation  for 
the  contract  of  suretyship  (Murray's  English  Dicty.,  vol.  iv.,  tits  "guarantee" 
and  "  guaranty  ").  This  word,  which,  it  is  believed,  was  originally  regarded 
as  synonymous  with"  warranty  "  (Parson's  Law  of  Contracts,  5th  ed.,  vol. 
ii.  p.  3),  is  apparently  derived  from  the  old  High  German,  though  actually 
introduced  from  the  French  into  the  English  language  (Skeat's  Etymological 
Dictionary,  supra).     It  generally  denotes  the  contract  of  suretyship  recog- 
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nised  by  municipal  law,  and,  in  Scotland,  comprises  all  cautionary  obligations, 
though,  as  will  presently  be  seen,  differentiated  therefrom  for  certain  purposes. 
It  is  likewise  often  used,  in  an  international  sense,  to  signify  the  engagement 
by  which  one  State  promises  to  aid  another,  when  the  latter  is  interrupted 
or  threatened  to  be  disturbed,  in  the  peaceable  enjoyment  of  its  rights,  by 
a  third  power,  and,  in  this  sense,  is  really  applicable  to  almost  every  species 
of  right  and  obligation  that  can  possibly  exist  between  nations  (Wheaton's 
International  Law,  3rd  ed.  pp.  116,  383,  384).  Thus  the  arrangements 
made  after  the  Pope  had  been  deprived  of  his  dominions  in  1870  by  the 
Italian  Government,  whereby  the  latter  (inter  alia)  recognised  the  former's 
quasi  independence  were,  in  March  1871,  embodied  in  a  law,  which,  as  it 
resembles  an  international  contract  or  treaty,  is  termed  "The  Law  of 
Guarantees."  A  distinction  has  been  drawn,  by  international  law  jurists, 
between  treaties  of  guarantee  and  those  of  surety  (Vatel,  sec.  239; 
Wheaton's  International  Law,  supra,  p.  384),  from  which  it  appears  that 
while  the  former  class  oblige  the  parties  thereto  only  to  use  their  best 
endeavours  to  obtain  a  performance  of  a  promise  by  the  promiser,  the 
latter,  on  the  other  hand,  entail  an  obligation  on  the  contracting  parties  of 
fulfilling  the  promise  themselves  should  their  principal  make  default.  In 
this  connection  it  should  be  mentioned  that  the  law  of  contracts  prevailing 
in  the  United  States  of  America  also  recognises  a  distinction  between  a 
surety  and  a  guarantor,  to  which  attention  will  presently  be  called. 

2.  Definition  and  Antiquity  of  Contract  of  Guarantee  and  the  different 
Kinds  of  Suretyships. — The  suretyship  contract,  indicated  by  the  word 
"guarantee"  or  "guaranty"  is  now  usually  defined  to  be  a  collateral 
engagement  to  answer  for  the  debt,  default,  or  miscarriages  of  another 
person  (de  Colyar's  Law  of  Guarantees,  3rd  ed.,  p.  1),  the  three  words,  in 
italics,  being  taken  from  sec.  4  of  the  Statute  of  Frauds  (29  Car.  II.  c.  3). 
This  contract  which,  according  to  an  American  judge,  is  "  a  lame  substitute 
for  a  thorough  knowledge  of  human  nature "  (per  Lumpkin,  J.,  in  Jones 
v.  Whitehead,  4  Ga.  397),  is  probably  of  very  ancient  date,  as  is  proved  by 
the  frequent  use  of  the  word  "  surety "  in  the  Old  Testament  (e.g.  Gen. 
xliii.  9 ;  Prov.  vi.  xi.  xvii.  xx.  xxii.).  It  was  well  established  in  the  Roman 
law  under  the  title  Fidejussio,  while  the  sureties  who  entered  into  it  were 
styled  "  Fidejussor es"  (Gai.  iii.  113, 126),  their  obligation,  like  that  created 
at  the  present  day  by  a  guarantee,  being  strictly  accessory  to  the  principal 
obligation,  which,  therefore,  it  could  never  exceed  (Gai.  supra,  113,  126), 
though  it  was  not  necessarily  always  coextensive  therewith  (lb.) 

The  different  kinds  of  suretyship  recognised  by  English  law  have  been 
classified  as  follows : — (1)  Those  in  which  there  is  an  agreement  to  con- 
stitute, for  a  particular  purpose,  the  relation  of  principal  and  surety,  to 
which  agreement  the  creditor  thereby  secured  is  a  party;  (2)  Those  in 
which  there  is  a  similar  agreement  between  the  principal  and  surety  only, 
to  which  the  creditor  is  a  stranger ;  and  (3)  Those  in  which,  without  any 
such  contract  of  suretyship,  there  is  a  primary  and  a  secondary  liability  of 
two  persons  for  one  and  the  same  debt,  the  debt  being,  as  between  the  two, 
that  of  one  of  those  persons  only,  and  not  equally  of  both,  so  that  the 
other,  if  he  could  be  compelled  to  pay  it,  would  be  entitled  to  reimburse- 
ment from  the  person  to  whom  [as  between  the  two]  it  ought  to  have  been 
paid  (per  Lord  Selborne,  L.C.,  in  Duncan,  Fox,  &  Co.  v.  North  and  South 
Wales  Bank,  1880,  L.R.  6  App.  Cas.  at  p.  11).  A  guarantee  may,  of  course, 
apply  to  past  transactions  only,  or  to  present  or  to  future,  or  to  all,  and  it 
may  be  limited  to  a  particular  transaction  or  debt,  or  be  extended  to  many ; 
when  it  relates  to  future  transactions,  not  to  one  transaction,  it  may  be 


224  GUARANTEE  OR  GUARANTY 

limited  either  as  to  the  amount  of  the  contractions,  or  as  to  time,  or  un- 
limited in  both  respects  (Stair's  Insts.,  4th  ed.  vol.  ii.  supplt.  p.  927). 

3.  The  Parties  to  a  Guarantee. — The  parties  to  a  contract  of  guarantee 
are  the  surety  or  guarantor,  the  creditor  or  guarantee,  and  the  principal 
debtor  or  principal  (de  Colyar's  Laws  of  Guarantees,  etc.,  3rd  ed.,  p.  1).  By 
becoming  a  surety  a  person  does  not  extinguish  the  liability  of  the  principal 
debtor  {White  v.  Cuyler,  1795,  6  T.R.  176),  but  merely  contracts  an  obliga- 
tion accessory  thereto,  which  it  must  not  exceed  (for  to  the  extent  of  any 
excess  there  is  no  suretyship),  though  it  need  not  necessarily  be  coextensive 
therewith.  As  already  stated,  the  law  of  the  U.S.  of  America  distinguishes 
between  a  "  swrety  "  and  a  "guarantor,"  and  restricts  the  former  designation 
to  the  person  who  is  bound  with  his  principal  by  the  same  instrument 
executed  at  the  same  time  and  on  the  same  consideration,  and  reserves  the 
latter  designation  for  the  person  who  binds  himself  for  the  principal  by  a 
separate  undertaking,  in  which  the  latter  does  not  join  (Brandt's  American 
Treatise  on  Suretyships,  par.  1,  pp.  2  and  3).  In  no  other  country,  semble, 
is  this  distinction  observed,  the  words  "surety"  and  "guarantor"  being 
always  used  indiscriminately,  as  synonymous  terms,  applicable  to  persons 
who,  whether  bound  by  the  same  instrument  as  their  principal  or  by  a 
different  one,  are  only  collaterally  liable  for  him,  and  incur  no  original 
liability  of  their  own  which  is  not  accessory  to  his.  Between  the  surety 
and  his  principal  there  is  no  privity  of  contract,  for  the  surety  contracts 
with  the  creditor,  and  they  do  not  constitute  one  person  in  law,  and  are  not 
jointly  liable  to  the  creditor  (per  Parke,  B.,  in  Bain  v.  Cooper,  1842,  1 
Dowl.  R,  N.S.,  11,  14). 

4.  Common  Law  Requisites  of  a  Guarantee. — The  common  law  requisites 
of  a  guarantee  are  identical  with  those  essential  to  any  other  contract,  and 
comprise  the  mutual  assent  of  two  or  more  parties,  competency  of  the 
parties  to  contract  and,  in  England,  save  where  the  guarantee  is  under  seal, 
valuable  consideration  (de  Colyar's  Law  of  Guarantees,  etc.,  3rd  ed.,  pp.  2  et 
seq.).  An  offer  of  guarantee  is,  therefore,  not  valid  till  its  acceptance 
(Mlvor  v.  Richardson,  1833,  1  M.  &  S.  557),  being,  till  then,  revocable  by 
the  offerer  (Offord  v.  Davis,  1862,  12  C.B.,  N.S.,  748 ;  and  see  Stevenson  v. 
M'Lean,  1880,  5  Q.B.D.  346).  Moreover,  an  acceptance,  to  be  effectual,  must 
be  given  in  the  lifetime  of  the  offerer  (see  per  Mellish,  L.J.,  in  Dickinson  v. 
Dodds,  1876,  2  Ch.  D.  at  p.  475),  and,  if  expressed  in  words,  must  be  un- 
qualified (see  Appleby  v.  Johnson,  1874,  L.R.  9  C.P.  158).  It  may,  however, 
be  validly  and  effectually  indicated  "  by  act"  (Sorby  v.  Gordon,  1874,  30 
L.T.R.  528),  save  where  the  offer  contemplates  an  express  verbal  acceptance 
thereof  (Mozley  v.  TincUer,  1835,  1  Cr.  M.  &  R.  692),  and,  once  accepted, 
"  either  by  word  or  by  act,"  the  acceptance  cannot  afterwards  be  retracted 
(per  Coleridge,  J.,  in  Pope  v.  Andrews,  1840,  9  C.  &  P.  564,  568 ;  Sorby  v. 
Gordon,  supra). 

With  regard  to  the  competency  of  the  contracting  parties,  it  is  sufficient 
to  state  that,  like  any  other  contract,  a  guarantee,  entered  into  by  one 
mentally  incompetent,  through  permanent  or  temporary  causes  known  to 
the  other  contracting  party  (see  per  Lord  Esher,  M.R.,  in  Imperial  Loan  Co. 
v.  Stone,  1892, 1  Q.B.  at  p.  601),  will  not  bind,  and  that,  while  the  contracts 
of  infants,  whether  by  deed  or  otherwise,  are,  except  when  for  necessaries, 
rendered  void  and  incapable  of  ratification  (Infants'  Relief  Act  1874,  37  & 
38  Vict.  c.  62),  those,  on  the  other  hand,  of  a  married  woman,  are,  generally 
speaking,  enforceable  to  the  extent  of  her  separate  property,  owing  to  the 
provisions  of  the  Married  Women  Property  Acts  1870  to  1893  (see  Mbrrell 
v.  Cowan,  1877,  L.R.  7  Ch.  Div.  151,  where  the  guarantee  was  that  of  a 
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married  woman).  In  Scotland  the  rules  as  to  capacity  to  contract  are, 
semble,  applied  with  greater  strictness  to  cautionary  obligations  than  to  the 
generality  of  personal  obligations  (Green's  Encyc.  Scots  Law,  vol.  ii.  p.  323). 
According  to  English  and  Irish  law,  a  guarantee  not  under  seal  requires,  like 
any  other  simple  contract,  a  consideration  to  support  it  (Barrell  v.  TrusseU, 
1801,  4  Taunt.  117,  120;  Bewley  v.  Whiteford  (1832),  Hayes  {Irish),  356; 
de  Colyar's  Law  of  Guarantees,  3rd  ed.,  pp.  21  et  seq.),  though  Lord 
Eldon  is  reported  to  have  said  "that  the  undertaking  of  one  man  for 
the  debt  of  another  does  not  require  a  consideration  moving  between 
them"  (ex  parte  Minet,  1807,  14  Ves.  189,  190;  de  Colyar's  Law  of 
Guarantees,  etc,,  3rd  ed.,  pp.  22  et  seq.).  In  Scotland,  however,  valuable  or 
other  consideration  is  not  essential  to  the  validity  of  a  guarantee,  or  of  any 
other  obligation,  the  rule  of  the  civil  law  that  no  action  arises  from  a  naked 
paction  having  been  rejected  in  favour  of  that  of  the  canon  law  "by 
which  every  paction  produceth  action,  et  omne  vcrbum  de  orefideli  cadit  in 
debitum "  (Lord  Mackenzie's  Roman  Law,  6th  ed.,  p.  231 ;  Stair,  i.  10.  7). 
Guarantees  may,  so  far  as  the  subject  of  consideration  is  concerned,  be 
divided  into  two  classes,  viz.  the  one  in  which  the  consideration  is  entire, 
and  the  other  in  which  it  is  fragmentary,  i.e.  supplied  from  time  to  time, 
and,  therefore,  divisible  (per  Lush,  L.J.,  in  Lloyds  v.  Harper,  1880,  16  Ch. 
Div.  at  p.  319 ;  and  see  in  re  Grace,  Balfour  v.  Crace,  1902, 1  Ch.  733).  An 
instance  of  the  first  class  is  where  a  person  enters  into  a  guarantee  that  in 
consideration  of  a  lessor  granting  a  lease  to  a  third  person  he  will  be 
answerable  for  the  performance  of  the  covenants;  there,  the  moment 
the  lease  is  granted,  there  is  nothing  more  for  the  lessor  to  do,  and, 
such  a  guarantee  as  tfiat,  of  necessity  runs  on  throughout  the  duration  of 
the  lease  (lb.).  On  the  other  hand,  an  instance  of  the  second  class  will 
comprise  the  familiar  case  of  a  guarantee  given  to  secure  the  balance 
of  a  running  account  at  a  bank,  or  a  balance  of  a  running  account  for 
goods  supplied,  which,  unless  the  guarantee  stipulates  to  the  contrary,  may 
be  determined  at  any  time  at  the  option  of  the  surety  (lb.).  Stated  in 
general  terms,  the  consideration  for  a  guarantee  must  not  be  past  or  illegal, 
but  may  be  executory  or  concurrent,  and  may  consist  either  of  some  right, 
interest,  profit,  or  benefit  accruing  to  the  one  party,  or  of  some  forbearance, 
detriment,  loss,  or  responsibility  given,  suffered,  or  undertaken  by  the  other 
(Fleming  v.  The  Bank  of  England,  1900,  AC.  577,  586;  and  seeder  Lush, 
J.,  in  Currie  v.  Misa,  1875,  L.R,  10  Exch.  at  p.  162).  The  actual  quantum 
of  consideration  is,  however,  unimportant,  the  least  spark  of  it  being 
sufficient  (PUlan  v.  van  Mierop  &  Hopkins,  1665,  3  Burr.  1664-66), 
though,  where  it  consists  of  forbearance,  there  must  be  some  right  capable 
of  being  forborne  to  render  it  effectual  (Jones  v.  Ashbwrnham,  1804,  4  East. 
455,  463),  while,  on  the  other  hand,  an  agreement  to  forbear  for  an  indefinite 
period,  or  actual  forbearance,  at  the  express  or  implied  request  of  another, 
will  suffice  (Crears  v.  Hunter,  1887,  19  Q.B.D.,  341  CA. ;  de  Colyar's  Law 
of  Guarantees,  etc.,  3rd  ed.,  pp.  22  et  seq.).  Failure  of  the  consideration  for 
which  the  guarantee  was  given  will  determine  it,  and  entitle  the  surety 
to  have  it  given  up  to  be  cancelled  (Cooper  v.  Joel,  1859,  1  de  G.  F.  &  J. 
240;  and  see  ex  parte  Agra  Bank,  1870,  L.R,  9  Eq.  725;  de  Colyar's 
Law  of  Guarantees,  etc.,  3rd  ed.,  pp.  385,  386),  and,  as  will  presently 
be  seen,  the  consideration  itself  need  no  longer  appear  in  writing,  but 
can  be  proved  verbally  (The  Mercantile  Law  Amendment  Act  1856, 
19  &  20  Vict.  c.  97,  sec.  3,  which  applies  to  England  and  Ireland,  but  not 
to  Scotland). 

No  special  phraseology  (verba  solennia),  technical  or  otherwise,  need  be 

vol.  in  15 


226  GUARANTEE  OB  GUARANTY 

employed  by  those  wishing  to  enter  into  a  contract  of  guarantee  (Stair's 
Insts.,  4th  ed,  vol.  ii.  supplement,  p.  924).  It  suffices  that  words  should  be 
used  clearly  manifesting  the  intention  of  the  parties.  Thus,  for  example, 
what  really  distinguishes  such  a  contract  from  one  of  "  insurance  "  is  not  any 
essential  difference  between  the  two  forms  of  words,  "insurance"  and 
"guarantee?  but  the  substance  of  the  contract  entered  into  (per  Romer, 
L.J.  in  Beaton  v.  Heath ;  Seaton  v.  Bwrnand,  1899,  1  Q.B.  782,  792  C.A. ; 
S.C.,  1900,  A.C.  135;  see  also  Dane  v.  Mortgage  Insurance  Corporation, 
1894,  1  Q.B.  54  C.A ;  Finlay  v.  The  Mexican  Investment  Corporation  1897, 
1  Q.B.  517). 

5.  Statutory  Requisites  of  a  Guarantee. — Originally  a  binding  contract 
of  guarantee  could,  in  England,  and  semble,  also  in  Scotland  (Green's 
Encyclopaedia  of  Scots  Law,  vol.  ii  p.  322 ;  Stair,  i.  17,  3)  and  Ireland,  have 
been  entered  into  by  word  of  mouth  (Chitty's  Commercial  Law,  vol.  iii.  p 
317).     Now,  however,  it  is  necessary  to  comply  with  certain  statutory 
requirements  as  to  written  evidence  of  the  contract  contained  in  enactments, 
which,  it  may  be  mentioned,  do  not  make  verbal  guarantees  absolutely  void, 
but  merely  bar  the  legal  remedies  by  which  they  might  otherwise  have 
been  enforced  (Leroux  v.  Brown,  1852, 12  C.B.  824,  per  Earl  of  Selbourne,  in 
Maddison  v.  Alderson,  1883, 8  App.  Cas.  at  p.  474),  so  that  money  paid  under 
them  may  legally  be  retained  (see  Shaw  v.  Woodcock,  1827,  7  B.  &  C.  73), 
while  such  guarantees  are  also  available  by  way  of  defence  to  an  action 
(Lavery  v.  Turley,  1860,  30  L.J.  Ex.  49 ;  de  Colyar's  Law  of  Guarantees,  etc. 
3rd  ed.,  p.  49).     These  statutory  requirements,  so  far  as  England  is  con- 
cerned, are  prescribed  by  the  Statute  of  Frauds  (29  Cas.  ii.  c.  3),  sec.  4,  and 
by  Lord  Tenterden's  Act  (9  Geo.  IV.  c.  14),  sec.  6.    The  former  of  these 
provides  that  "  no  action  shall  be  brought  whereby  to  charge  the  defendant 
upon  any  special  promise  to  answer  for  the  debt, default, or  miscarriages"  (sic), 
"of  another  person,  unless  the  agreement  upon  which  such  action  shall  be 
brought,  or  some  memorandum  or  note  thereof,  shall  be  in  writing  and 
signed  by  the  party  to  be  charged  therewith,  or  some  other  person  thereunto 
by  him  lawfully  authorised,"  while  the  latter  enacts  that,  "  no  action  shall 
be  brought  whereby  to  charge  any  person  upon  or  by  reason  of  any  repre- 
sentation or  assurance  made  or  given  concerning  or  relating  to  the  character, 
conduct,  credit,  ability,  trade,  or  dealings  of  any  other  person  to  the  intent 
or  purpose  that  such  other  person  may  obtain  credit,  money,  or  goods  upon  " 
(i.e.  "  upon  credit "  or  "  thereupon  "  as  explained  in  Lyde  v.  Barnard,  1836, 
1M.&W.  at  pp.  104, 123)  "  unless  such  representation  or  assurance  be  made 
in  writing  signed  by  the  party  to  be  charged  therewith."    The  latter  of  these 
two  enactments  was  rendered  necessary  by  the  case  of  Paisley  v.  Freeman, 
1789,  3  T.R.  51,  where  the  Court  sanctioned  an  "  ingenious  evasion  "  of  sec.  4 
of  the  Statute  of  Frauds  by  holding  that  an  action  founded  in  tort,  for  deceit, 
was  maintainable  in  respect  of  a  verbal  representation  as  to  the  credit  and 
solvency  of  another,  to  whom,  on  the  faith  of  such  representation,  goods  had 
been  supplied  without  exacting  payment  on  delivery.     With  regard  to  Scot- 
land, the  necessity  for  written  evidence  of  a  guarantee  is  imposed  by  the 
Mercantile  Law  Amendment  Act  (Scotland)  1856  (19  &  20  Vict.  c.  60), 
which  combines  in  one  enactment  (sec.  6)  the  prescriptions  (supra)  both  of 
the  Statute  of  Frauds  and  of  Lord  Tenterden's  Act  with  regard  to  guaran- 
tees and  cautionary  obligations.     So  far  as  Ireland  is  concerned,  the  Statute 
of  Frauds  there  in  operation  (7  Will.  III.  c.  12)  embodies  in  sec.  2  the 
provision  with  regard  to  guarantees  contained  in  the  English  Statute  of 
Frauds,  which,  it  may  be  mentioned,  has  been  adopted  throughout  America 
(Kent's  Commentaries  on  American  Law,  14th  ed.,  vol.  iii.  p.  121).     On 
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the  other  hand,  it  is  enacted  by  the  Indian  Contract  Act,  sec.  126,  that,  in 
India  aguarantee  may  he  either  oral  or  written. 

6.  What  Guarantees  within  Statute  of  Frauds,  etc. — As  regards  the 
application  of  the  4th  section  of  the  Statute  of  Frauds  and  similar  enact- 
ments to  guarantees,  a  multitude  of  cases  now  determine  the  subject.  From 
these  the  following  rules,  indicating  when  a  guarantee  is  required  to  be  in 
writing,  have  been  deduced  (see  generally  de  Colyar's  Law  of  Guarantees, 
etc.,  3rd  ed.,  pp.  65-161,  where  these  rules  are  illustrated  by  numerous 
decided  cases) :— (1.)  The  liability  of  a  third  party  for  the  debt,  etc.,  guaran- 
teed must  exist  or  be  contemplated  (Birkmyr  v.  Darnell,  1705,  1  Sm.  L.C., 
10th  ed.,  p.  287;  Kirkham  v.  Marter,  1819,  2  B.  &  Aid.  at  p.  617;  per 
Lord  Selborne  in  Lakeman  v.  Mountstephen,  1874,  L.R  7  H.L.  at  pp.  24, 25). 
It  has,  accordingly,  been  held  that  an  indemnity,  unless  it  import  the  primary 
liability  of  a  third  person,  need  not  be  in  writing  (  Wildes  v.  Dudlow,  1874, 
L.R  19  Eq.  198 ;  Guild  &  Co.  v.  Conrad,  1894,  2  Q.B.  885  C.A. ;  The 
Marburg  India  Rubber  Comb  Co.  v.  Martin,  1902,  1  KB.  778  C.A.).  And 
that  while  a  promise  to  give  a  guarantee  is  within  the  Statute  of  Frauds 
{Mallet  v.  Bateman,  1865,  L.R  1  C.P.  163,  170 ;  Wallace  v.  Gibson,  1895, 
AC.  354),  a  promise  to  procure  one  is  altogether  outside  it  (BusheU  v. 
Beavan,  1834,  1  Bing.  N.C.  103).  (2.)  The  promise  of  guarantee  must  be 
made  to  the  creditor  (Eastwood  v.  Kenyon,  1840, 11  A.  &  E.  438 ;  Har greaves 
v.  Parsons,  1844,  13  M.  &  W.  561 ;  and  see  in  re  Hoyle,  Hoyle  v.  Hoyle, 
1893,  1  Ch.  84).  (3.)  Apart  from  his  guarantee,  the  surety  must  be  free 
from  liability  or  interest  in  respect  of  the  matters  occasioning  the  guarantee. 
(Fitzgerald  v.  Dressier,  1859,  7  C.B.N.S.  374 ;  Sutton  &  Co.  v.  Grey,  1894, 
1  Q.B.  285  C.A. ;  Forth  v.  Stanton,  1  Wms.  Saund.  (1871,  Ed».)  220).  (4.) 
The  main  object  of  the  guarantee  must  be  to  insure  the  fulfilment  of 
another's  obligation  (Harburg  India  Rubber  Comb  Co.  v.  Martin,  supra). 
This  rule  is  well  exemplified  by  the  cases  which  determine  that  a  promise 
by  a  del  credere  agent  to  guarantee  for  a  higher  commission  the  solvency  of 
the  persons  to  whom  he  sells  his  employers'  goods,  is  outside  the  Statute  of 
Frauds,  and  so  need  not  be  in  writing  (Couturier  v.  Hastie,  1852,  8  Exch. 
40 ;  9  Exch.  102 ;  5  H.L.  673  ;  Sutton  &  Co.  v.  Grey,  1894,  1  Q.B.  285  C.A. ; 
Morris  v.  Cleasby,  1816,  4  M.  &  S.  566 ;  and  see  Wolff  v.  Koppel,  1845,  5 
Hill,  N.Y.  Rep.  458).  (5.)  The  alleged  guarantee  must  not,  in  fact,  merely 
operate  as  a  sale  of  another's  debt  or  of  the  security  for  it  (Castling  v.  Aubert, 
1802,  2  East,  325 ;  Anstey  v.  Mar  den,  1804,  1  B.  &  P.N.R  124 ;  Barrell  v. 
Trussdl,  1801,  4  Taunt.  117). 

7.  What  written  Authentication  of  a  Guarantee  suffices. — Formerly  "  the 
consideration  "  for  a  guarantee  as  well  as  "  the  promise  "  had  to  be  in  writing, 
in  order  to  satisfy  the  language  of  sec.  4  of  the  Statute  of  Frauds, 
requiring  "  the  agreement "  to  be  written  ( Wain  v.  Walters,  1804,  5  East, 
10 ;  Saunders  v.  Wakefield,  1821,  4  B.  &  Aid.  595).  To  the  mercantile  com- 
munity, especially  in  the  north  of  England,  this  requirement  proved 
irksome,  and,  consequently,  the  law  was  amended  by  sec.  3  of  the  Mercan- 
tile Law  Amendment  Act  1856  (19  &  20  Vict.  c.  97),  which  applies  to 
England  and  Ireland,  but  not  to  Scotland,  and  provides  that  "  no  special 
promise  to  be  made  by  any  person,  after  the  passing  of  this  Act,  to 
answer  for  the  debt,  default,  or  miscarriage  of  another  person  being  in 
writing,  and  signed  by  the  party  to  be  charged  therewith,  or  some  other 
person  by  him  thereunto  lawfully  authorised,  shall  be  deemed  invalid  to 
support  an  action,  suit,  or  other  proceeding,  to  charge  the  person  by  whom 
such  promise  shall  have  been  made,  by  reason  only  that  the  consideration 
for  such  promise  does  not  appear  in  writing  or  by  necessary  inference  from 
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a  written  document."  This  enactment,  it  is  to  be  noticed,  merely  dispenses 
with  written  evidence  of  the  consideration  and  not  with  the  consideration 
itself.  Moreover,  should  a  bad  consideration  be  expressed  in  the  written 
contract  it  cannot  be  varied  by  parol  evidence  (per  Bramwell,  B.,  in  Wood 
v.  Priestner,  1867,  L.R.  2  Exch.  66,  282).  Any  memorandum,  however, 
embodying  the  terms  of  the  actual  concluded  agreement  (with  which,  how- 
ever, it  need  not  be  contemporaneous,  though  it  must  be  made  before  action 
brought,  Lucas  v.  Dixon,  1889,  22  Q.B.D.  357),  and  signed  by  the  party  to 
be  charged,  suffices,  and  the  idea  of  an  agreement  need  not  be  present  to  the 
mind  of  the  person  signing  it  (per  Iindley,  L.J.,  in  re  Hoyle,  Hoyle  v. 
Hoyle,  1893,  1  Ch.  at  p.  98 ;  and  see  Gray  v.  Smith,  1889,  43  Ch.D.  208 
C.A.),  nor  need  it  be  contained  in  one  document  (de  Colyar's  Law  of 
Guarantees,  3rd  ed.,  p.  194,  and  cases  there  cited)  though  parol  evidence  is 
not  admissible  to  connect  documents  which  do  not  obviously  refer  to  one 
another  (but  see  Pearce  v.  Gardner,  1897,  1  Q.B.  688).  It  is,  however, 
necessary  that  the  names  of  the  contracting  parties  should  appear  in 
writing  (Williams  v.  Lake,  1859,  29  L.J.,  Q.B.  1 ;  Coombs  v.  Wilkes,  1891,  3 
Ch.  77 ;  Vandenberg  v.  Spooner,  1866,  L.R.  1  Ex.  316),  that  the  memo- 
randum, if  not  signed  by  the  party  to  be  charged,  should  be  signed  by 
an  agent  "  thereunto  lawfully  authorised  "  (see  Partnership  Act  1890,  sec. 
5,  and  ex  parte  Nolle,  1828,  2  G.  &  J.  295,  as  to  right  of  one  partner  to  bind 
rest  by  his  signature),  and  that  the  signature  itself  should  be  placed  where 
it  can  authenticate  the  written  memorandum  (de  Colyar's  Law  of  Guaran- 
tees, 3rd  ed.,  p.  190  et  seq.).  A  guarantee,  if  not  under  seal,  even  though  it 
be  for  the  performance  of  a  charter  party,  requires  only  a  6d.  stamp,  while 
if  it  be  for  the  payment  of  goods,  it  is  altogether  exempt  from  stamp  duty ; 
where  it  is  under  seal,  the  stamp  is  10s.  (Stamp  Act,  1891).  The  stamp  may 
be  affixed  any  time  after  the  execution  of  the  memorandum  (lb.  sec.  15, 
amended  by  sec.  18,  Finance  Act  1895).  An  unstamped  guarantee  is  not 
available  for  any  purpose  whatsoever  (lb.  sec.  14  (4)). 

8.  Liability  of  the  Surety. — This  is  usually  measured  by  that  of  the 
principal,  and  will  be  so  construed  unless  a  larger  or  smaller  liability  be 
assumed  by  the  surety  (Parsons  on  Contracts,  5th  ed.  voL  ii.  pp.  4,  5).  So 
far  as  it  exceeds  the  liability  of  the  principal,  it  really  is  not  a  suretyship 
liability  at  all,  as  there  is  no  one  but  the  surety  responsible  for  it,  and 
there  can  be  no  suretyship  unless  there  be  a  principal  debtor  (per  Lord 
Selborne  in  Lakeman  v.  Mountstephen,  1874,  L.R.  7,  H.L.  at  pp.  24,  25). 
A  guarantee  is  merely  a  contract  to  indemnify  upon  a  contingency,  and  is 
in  the  nature  of  a  claim  for  unliquidated  damages  (Sampson  v.  Burton 
1820,  4  Moore,  515,  and  see  per  Vaughan  Williams,  L.J.,  in  Harburg  India 
Rubber  Comb  Co.  v.  Martin  (1902),  1  KB.  at  p.  784).  The  surety's  liability 
may  continue,  even  after  that  of  the  principal  has  ceased,  though,  as  a  general 
rule,  to  which,  however,  the  liability  of  directors  as  sureties  for  the  performance 
of  an  ultra  vires  contract  by  their  company  (  Yorkshire  Railway  Wagon  Co. 
v.  Maclure,  1881,  19  Ch.  D.  478),  and  possibly  also  the  case  of  a  surety  for 
an  infant  (Harris  v.  Huntbach,  1757, 1  Burr,  373),  form  exceptions,  it  cannot 
be  enforced  where  the  guaranteed  debt  is  not,  or  has  ceased  to  be,  legally 
recoverable  (see  Mountstephen  v.  Lakeman,  1874,  L.R.  5,  Q.B.  613 ;  7  Q.B. 
196,  202 ;  7  H.L.  17).  Moreover,  till  the  default  of  the  principal  debtor, 
who  is  primarily  liable,  has  taken  place,  the  secondary  liability  of  the 
surety  does  not  arise  (see  de  Colyar's  Law  of  Guarantees,  etc.,  3rd  ed.,  p.  207). 
The  extent  of  the  surety's  liability  under  his  guarantee  is  dependent  on  its 
terms,  and  it  must,  like  any  other  instrument,  be  construed  against  the 
giver  (Mayer  v.  Isaac,  1840,  6M.&W.  605 ;  Wood  v.  Priestner,  1867,  L.R. 
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2  Exch.,  66, 70),  where  at  least  other  rules  of  construction  fail  (per  Coleridge, 
J.,  in  Lindus  v.  Melrose,  1858,  3  H.  &  N.  at  p.  182),  while  its  language, 
when  ambiguous,  may  be  explained  by  parol  evidence,  which,  however, 
cannot  be  invoked  to  contradict  the  expressed  intention  of  the  parties  (de 
Colyar's  Law  of  Guarantee*,  etc.,  3rd  ed.,  p.  205),  and,  where  there  are  no 
doubtful  words  of  trade  meaning,  and  no  extrinsic  facts  in  controversy,  the 
construction  of  the  guarantee  is  exclusively  for  the  Court  {Bank  of  Montreal 
v.  Munster,  1876, 11  Ir.  Rep.  C.L.  47).  In  Scotland  a  difference  seems  to  be 
recognised  for  purposes  of  construction  between  cautionary  obligations  and 
mercantile  guarantees,  the  former  being  regarded  as  strictissimce  interpreter 
tioni8y  while  the  latter  as  being  usually  less  formal  are  more  benignantly  con- 
strued (see  Green's  Encyclopaedia  of  Scots  Law,  tits  "  Cautionary  Obligations  " 
and  "Guaranty,"  and  see  Caledonian  Banking  Co.  v.  Kennedy's  Trustees,  1870, 
8  M.  862,  867).  The  duration  of  a  guarantee,  in  the  absence  of  expressed 
intention  on  the  subject,  more  or  less  depends  upon  whether  the  consideration 
for  it  be  fragmentary  or  the  reverse,  as,  in  the  former  case,  it  is  revocable 
at  any  time  by  notice,  while,  in  the  latter,  it  endures  as  long  as  the  circum- 
stances giving  rise  to  it  continue  (see  Lloyds  v.  Harper,  1880, 16  Ch.  D.  290). 
Moreover,  while  some  guarantees,  like  fidelity  bonds  (as  to  which  see 
Government  Offices  Security  Act  1875,  as  amended  by  Statute  Law 
Revision  Act  1883),  are  continuing  guarantees,  i.e.  intended  to  cover  a 
series  of  transactions;  others,  on  the  contrary,  are  exhausted  by,  and 
strictly  limited  to  a  single  matter.  With  regard  to  the  former  class,  it  is 
now  enacted  by  sec.  18  of  the  Partnership  Act  1890  (53  &  54  Vict.  c.  39), 
that  "a  continuing  guarantee  or  cautionary  obligation  given  either  to  a 
firm  or  to  a  third  person  in  respect  of  the  transactions  of  a  firm,  is,  in  the 
absence  of  agreement  to  the  contrary,  revoked  as  to  future  transactions  by 
any  change  in  the  constitution  of  the  firm  in  respect  of  the  transactions  of 
which  the  guaranty  or  obligation  was  given."  This  enactment,  which,  like 
sec  4  of  the  Mercantile  Law  Amendment  Act  1856,  which  it  repeals  and 
replaces  is  semble,  merely  declaratory  of  the  common  law,  as  expounded  in 
many  decided  cases  (Backhouse  v.  Hail,  1864,  6  B.  &  S.  507).  Whether  a 
guarantee  be  continuing  or  not  is  a  point  of  construction,  in  each  case,  in 
the  determination  of  which  the  language  of  one  guarantee  aids  but  little 
the  interpretation  of  another  (per  Bovill,  C.J.,  in  Coles  v.  Pack,  1869,  L.R. 
5  OP.  65,  70).  When  a  guarantee  is  not  only  continuing  as  to  time,  but 
also  limited  in  respect  of  the  amount  of  the  surety's  liability  thereunder,  it 
is  often  difficult  to  determine  whether  the  guarantee  is  applicable  to  the 
whole  debt,  or  merely  to  a  part  thereof,  coextensive  with  the  surety's 
prescribed  liability  (Ellis  v.  Emmanuel,  1876,  1  Ex.  D.  157).  In  the  case 
of  a  guaranteed  debt,  already  ascertained,  which  exceeds  the  limit,  it  is 
prima  facie  applicable  to  the  whole  debt,  while,  where  the  guarantee  is  for 
a  floating  balance,  it  is  prima  facie  applicable  to  a  part  only  of  the  debt 
equivalent  to  the  prescribed  limit  (lb.  and  see  Hdbson  v.  Bass,  1871,  6  Ch. 
App.  792).  A  guarantee  is  enforceable  against  a  surety  by  action,  which, 
in  England,  may  be  brought  in  the  High  Court  of  Justice,  or,  where  the 
amount  claimed  does  not  exceed  £50,  in  the  County  Court.  Moreover,  in 
cases  where  the  surety  is  a  plaintiff  his  liability  under  his  guarantee 
may  be  used  against  him  by  set  off  or  counter  claim.  Neither  in  England 
nor  Scotland  need  the  creditor  sue  the  principal  before  the  surety,  though 
in  the  latter  country  a  different  rule  prevailed  prior  to  sec.  8  of  the 
Mercantile  Law  Amendment  Act  (Scotland)  1856,  which  now  enables  the 
creditor  to  proceed  against  either  the  principal  or  his  surety,and  is  not  limited 
to  diligence  or  discussion  (see  Morison  &  Newall  v.  Harkness,  1870, 9  M.  35). 
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As  regards  proof  in  bankruptcy  against  a  surety,  see  sec.  37  B.A.  1883.  In 
this  connection  it  is  to  be  noticed,  that,  in  the  absence  of  special  agreement, 
a  judgment  or  an  award  against  a  principal  debtor  is  not  binding  on  the 
surety,  and  is  not  evidence  against  him  in  an  action  by  the  creditor,  the 
surety  being  entitled  to  have  his  liability  proved  against  him  equally  with 
the  principal  debtor  (ex  parte  Young,  in  re  Kitchin,  1881,  17  Ch.D.  668). 
Actions  on  simple  contract  guarantees  are  barred  after  six  years,  and  those 
on  guarantees  under  seal  after  the  lapse  of  twenty  years,  time  in  either 
case  beginning  to  run  from  the  date  when  the  creditor  might  have  sued  the 
surety  (21  Jac.  I.  c.  16,  sec.  3;  3  &  4  WilL  IV.  c.  42,  sec.  3).  A  Scotch  statute, 
passed  1  WilL  III.,  namely,  Act  1695,  c.  5,  which  applies  to  cautionary 
obligations,  but  not  to  mercantile  guarantees  (Green's  Encyclopaedia  of  Scots 
Law,  voL  vi.  p.  151),  provides  that  (1)  where  the  cautioner  is  expressly 
bound,  as  such,  by  same  writing  as  the  principal ;  and  (2)  where  he  is 
bound  as  principal  or  co-principal,  and  is  shown  to  be  a  cautioner  by  a 
clause  of  relief  in  the  bond  itself,  or  by  a  separate  bond  of  relief  intimated 
at  its  execution  to  the  creditor,  the  cautionary  obligation  shall  be  totally 
extinguished  after  the  lapse  of  seven  years  (see  generally,  Green's 
Encyclopaedia  of  Scots  Law,  voL  ii.  p.  347). 

9.  The  Bights  of  the  Surety. — The  surety  possesses  rights  against  the 
creditor,  against  the  principal,  and  also  against  the  co-sureties.  Those 
against  the  creditor  exist  even  where  the  suretyship  is  the  result  of  a 
subsequent  arrangement  between  two  joint  debtors  not  communicated  or 
assented  to  by  him  (Bouse  v.  Bradford  Banking  Co.  1894,  AC.  586). 
Before  any  demand  of  payment  has  been  made  upon  him,  but,  semble,  not 
afterwards,  the  surety  can  compel  the  creditor  (subject,  however,  to  his 
being  indemnified  against  costs  and  expenses)  to  sue  the  defaulting  prin- 
cipal debtor  if  the  latter  be  solvent  (see  per  A.  L.  Smith,  L.  J.  in  Bouse 
v.  Bradford  Banking  Co.  1894,  2  Ch.  at  p.  75);  and,  where  the  surety  has 
given  a  fidelity  bond,  he  can  compel  the  obligee  to  dismiss  the  employ^ 
where  the  latter's  misconduct  justifies  his  dismissal  (de  Colyar's  Law  of 
Guarantees,  etc.,  3rd  ed.,  p.  319,  and  cases  there  cited).  Of  the  many  other 
rights  possessed  by  the  surety  against  the  creditor,  that  of  being  subrogated 
on  payment  to  the  latter's  rights  in  respect  of  securities  given  for  the 
guaranteed  debt  is  the  most  important.  Stated  generally,  the  surety  is 
entitled  to  the  benefit  of  all  securities  held  by  the  creditor,  whether  known 
to  the  surety  or  not,  and  whether  given  before  or  after  the  guarantee  was 
entered  into  (Mayhew  v.  Crickett,  1818,  2  Swanst.  at  p.  191 ;  Campbell  v. 
Bothwell,  1878,  47  L.J.,  Q.B.  144).  Moreover,  he  is  also  entitled  to  have 
assigned  to  him,  or  to  a  trustee  for  him, "  every  judgment,  specialty,  or  other 
security,  which  shall  be  held  by  the  creditor  .  .  .  whether  such  judgment, 
specialty,  or  other  security,  shall  or  shall  not  be  deemed  at  law  to  have  been 
satisfied  by  the  payment  of  the  debt  or  performance  of  the  duty  "  guaranteed 
against,  and  "  to  stand  in  the  place  of  the  creditor  and  to  use  all  the 
remedies,  and,  if  need  be,  and  upon  a  proper  indemnity,  to  use  the  name  of 
the  creditor,  in  any  action  or  other  proceeding  at  law  or  in  equity,  in  order 
to  obtain  from  the  principal  debtor,  or  any  co-surety,  co-contractor,  or  co- 
debtor,  as  the  case  may  be,  indemnification  for  the  advances  made  and  loss 
sustained  by  the  person  who  shall  have  so  paid  such  debt  or  performed  such 
duty,  and  such  payment  or  performance  so  made  by  such  surety  shall  not  be 
pleadable  in  bar  of  any  such  action  or  other  proceeding  by  him  :  provided 
always  that  no  co-surety,  co-contractor,  or  co-debtor  shall  be  entitled  to  re- 
cover from  any  other  co-surety,  co-contractor,  or  co-debtor,  by  the  means 
aforesaid  more  than  the  just  proportion  to  which,  as  between  those  parties 
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themselves,  such  last-mentioned  person  shall  be  justly  liable  "  (Mercantile 
Law  Amendment  Act  1856,  19  &  20  Vict.  c.  97,  sec.  5).  To  the  extent  of 
the  loss  entailed  upon  him,  a  surety  is  discharged  where,  by  the  creditor's 
neglect,  any  securities  are  lost  (Capel  v.  Butler,  1825,  2  Sim  &  S.,  457),  or 
a  security  to  the  benefit  of  which  a  surety  is  entitled  is  not  properly 
perfected  (Strange  v.  Fooks,  1863,  4  Giff.  408). 

The  surety  may,  if  he  pleases,  waive  all  or  any  of  his  rights  against  the 
creditor,  either  by  express  agreement  in  the  contract  of  suretyship,  or 
otherwise  (de  Colyar's  Law  of  Guarantees,  etc.,  3rd  ed.,  p.  335). 

The  rights  of  the  surety  against  his  principal  are  not  identical  with 
those  possessed  by  the  creditor  (Baddy  v.  Consolidated  Bank,  1886,  34  Ch. 
Div.  536,  556),  and  comprise,  briefly,  the  right  to  compel  the  debtor  to 
exonerate  him  from  liability ;  to  rank  as  creditor  in  respect  of  any  payment 
made  on  account  of  the  principal ;  to  retain,  where  appointed  executor  of  the 
principal's  will,  against  all  creditors  of  equal  degree,  out  of  the  assets  of  his 
testator  the  sum  paid  by  him  under  his  guarantee;  and  to  compel  the 
principal,  as  soon  as  the  surety  has  paid  anything  under  his  guarantee,  to 
repay  that  amount,  provided  the  suretyship  was  undertaken  at  the  prin- 
cipal's request  (de  Colyar's  Law  of  Guarantees,  etc.,  3rd  ed.,  pp.  299  et  seq.). 

The  chief  rights  of  a  surety  against  co-sureties  are  the  right  to  contri- 
bution from  them,  and  the  right  to  the  benefit  of  any  securities,  in  respect 
of  the  common  guaranteed  debt,  held  by  them  (de  Colyar's  Law  of 
Guarantees,  etc.,  3rd  ed.,  p.  338).  The  right  of  contribution,  which  is  not 
founded  in  contract,  but  is  the  result  of  general  equity  on  the  ground  of 
equality  of  burden  and  benefit  (Deering  v.  Winchelsea,  1800, 2B.&P.  270), 
entitles  a  surety,  who  has  paid  more  than  his  share  of  the  common  liability, 
to  call  upon  his  co-sureties  to  contribute  their  due  proportion  thereof. 
Moreover,  even  before  actual  payment,  a  surety  against  whom  judgment  has 
been  obtained  by  the  creditor  for  the  full  amount  of  the  common  liability, 
can  enforce  contribution  either  by  independent  action  or  else  by  third  party 
notice  in  the  creditor's  action  (  Wolmershausen  v.  Gullick,  1893,  2  Ch.  514). 
Though  all  co-sureties  can  claim,  and  are  liable  to  pay,  contribution,  whether 
bound  by  the  same  or  different  instruments,  and  whether  liable  jointly,  or 
jointly  and  severally,  that  right  cannot  be  enforced  against  one  becoming 
surety  at  a  co-surety's  request,  or  against  a  surety  for  a  surety,  or  against 
one  who  is  severally  liable  for  a  given  portion  only  of  a  guaranteed  debt 
(de  Colyar's  Law  of  Guarantees,  etc.,  3rd  ed.,  pp.  347  et  seq.).  As  it 
exists  in  England,  America,  and  most,  if  not  all,  European  countries,  the 
right  of  contribution  was  never  really  recognised  by  the  Boman  law,  which, 
however,  enabled  the  surety,  when  sued  for  more  than  his  share  of  the 
common  liability,  to  claim  beneficium  divisionis,  i.e.  the  right  of  forcing  the 
creditor  to  divide  his  claim  amongst  all  the  solvent  sureties  (Inst.  iii.  20, 
par.  4).  Though  the  right  of  contribution  has  been  recognised  by  Courts  of 
Equity  (and  also  by  custom  of  London,  see  Layer  v.  Nelson,  1687,  1  Vera. 
456)  from  the  very  earliest  times  (per  Lord  Eldon  in  UnderhiU  v.  Horwood, 
1804,  10  Ves.  208),  no  reported  case  on  the  subject  occurs  before  the 
seventeenth  century  (per  Wright,  J.,  in  Wolmershausen  v.  Gullick,  1893,  2 
Ch.  at  p.  520).  Eventually,  all  Courts  of  Common  Law  enforced  contri- 
bution amongst  sureties,  and  all  distinctions  on  this  subject,  between  law  and 
equity,  which  formerly  prevailed,  are  now  abolished  in  England  (Judicature 
Act  1873,  sec.  25  (11))  and  also  in  Ireland  (Judicature  Act  (Ireland)  1877, 
sec.  28  (11)),  so  that  the  equitable  doctrine  which  regulated  the  amount  of 
contribution  recoverable  by  the  number  of  solvent  sureties  now  un- 
doubtedly prevails  in  both  those  countries  at  all  events. 
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10.  The  Discharge  of  the  Surety. — Even  before  the  passing  of  the  Judi- 
cature Act  1873,  which  determined  the  conflict  between  legal  and  equitable 
rules,  by  giving  the  preference  to  the  latter  (sec.  25  (11)),  identical  principles 
governed  the  discharge  of  the  surety  (per  Lord  Eldon  in  Samuel  v.  Howarth, 
1817,  3  Mer.  at  p.  278).     These  are  too  numerous  for  detailed  examination. 
Suffice  it,  therefore,  to  state  generally  that  any  interference  with  the  rights 
of  the  surety  discharges  him,  and  that  he  is  not  obliged  to  express  dissent  of 
any  transaction,  having  such  an  effect,  which  comes  to  his  knowledge  (PolaJc 
v.  Everett,  1876, 1  Q.B.D.,  669,  673).     The  claim  as  against  a  surety  (who  is 
a  "favoured  debtor" per  Lord  Selborne,  L.C.,  in  in  re  Sherry ;  1884,  25  Ch. 
Div.  at  p.  703),  is  strictissimi  juris,  and  it  is  incumbent  upon  the  plaintiff 
to  show  that  the  terms  of  the  guarantee  have  been  strictly  complied  with 
(per  Lord  Ellenborough  in  Bacon  v.  Chesney,  1816,  1  Stark  192),  as  even 
a  beneficial  variation  thereof  may  discharge  the  surety  from  liability  (Polak 
v.  Everett,  supra  ;  and  see  Samudl  v.  Howarth,  supra).    While  some  matters 
invalidate  the  guarantee,  ab  initio,  others  operate,  as  they  arise,  to  discharge 
the  surety,  wholly  or  partially,  as  the  case  may  be,  from  liability.    The 
former  class  includes  cases  of  fraud  antecedent  or  subsequent  to  the  execu- 
tion of  the  guarantee;  material  alteration  of  the  guarantee;  failure  of 
consideration  (as  to  which  see  Cooper  v.  Joel,  1859,  1  De  G.  F.  &  J.  240) ; 
non-compliance  with  conditions  precedent  to  surety's  liability  (see  Evans  v. 
Bremridge,  1855,  2  K.  &  J.  174;  Barry  v.  Moroney,  1873,  Ir.  R,  8  C.L., 
554) ;  while  the  latter  class  comprises  cases  where,  by  the  negligence  or  mis- 
conduct of  the  creditor,  the  surety's  position  has  been  prejudicially  altered 
or  varied  (see  General  Steam  Navigation  Co.  v.  Bolt,  1858,  6  C.B.N.S.,  550, 
584) ;  where  the  creditor  has  discharged  the  principal  from  liability ;  and 
where,  either  by  the  act  of  the  parties  themselves,  or  by  death  of  the  surety, 
a  revocation  of  the  guarantee  has  been  accomplished  (see,  generally,  de 
Colyar's  Law  cf  Guarantees,  etc.,  3rd  ed.,  passim,  and  especially  pp.  363- 
467 ;  Lloyds  v.  Harper,  1880,  16  Ch.  Div.  290 ;  in  re  Crace,  1902,  1  Ch. 
733).     One  of  the  most  usual  grounds  of  a  surety's  discharge  is  by  the 
creditor  agreeing,  without  the  former's  consent,  to  give  time  to  the  principal. 
The  reason  why  a  binding  contract  to  this  effect  discharges  is  because  the 
surety  is  entitled  at  any  time  to  require  the  creditor  to  call  upon  the  prin- 
cipal debtor  to  pay  off  the  debt,  or  himself  to  pay  off  the  debt,  and  that 
when  he  has  paid  it  off,  he  is  at  once  entitled,  in  the  creditor's  name,  to  sue 
the  principal  debtor,  and  if  the  creditor  has  bound  himself  to  give  time  to 
the  principal  debtor,  the  surety  cannot  do  either  the  one  or  the  other  of 
these  things  until  the  time  so  given  has  elapsed,  and  it  is  said  that  by 
reason  of  this  the  surety's  position  is  altered  to  his  detriment  without 
his  assent  (per  A.  L.  Smith,  L.J.,  in  Bouse  v.  Bradford  Banking  Co.  1894, 
2  Ch.  at  p.  75,  S.C.  1894,  A.C.  587).    Whether  the  discharge  of  one 
co-surety  by  the  creditor  will  release  the  rest  depends  on  circumstances 
(de  Colyar's  Law  of  Guarantees,  etc.,  3rd  ed.,  pp.  420  et  seq.).    It  certainly 
will  not  always  do  so  (ex  parte  Gifford,  1802,  6  Ves.  805),  and  it  has 
been   held    that   where   two   or    more    sureties    contract    severally,   the 
creditor   does   not  break   the  contract  with  one  of  them  by  releasing 
the  other,  unless  indeed  some  existing  right  to  contribution  from  the 
latter  has    been    taken    away    or    injuriously    affected    by   the    release 
(Ward  v.  National  Bank  of  New  Zealand,  1883,  8  App.  Cas.  755).     (See 
"  Cautionary  Obligations  "). 

H.  A.  de  Colyar. 

Guarantee  Insurance.    See  Suretyship  Insurance. 
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Guaranteed  Stock. — The  name  given  to  stocks,  the  interest 
on  which  is  guaranteed  hy  a  government  or  company.  The  Indian  Govern- 
ment, for  example,  guarantee  a  fixed  percentage  on  the  stocks  of  many  of 
the  Indian  railroads. 

Guard  Book. — This  is  a  book  into  which  are  collected  the 
original  invoices  or  receipts  for  payments  made.  In  many  cases  the 
purchase  book  consists  of  a  Guard  Book.  The  invoices  as  they  come 
in  after  being  checked  are  pasted  into  the  Guard  Book  and  folded,  the 
creditor's  name  being  placed  on  the  outside  of  the  invoice,  and  the 
amount  of  the  invoice  extended  into  a  cash  column.  The  left  hand 
page  of  the  Guard  Book  usually  contains  a  date  column,  then  follows 
a  space  upon  which  the  invoices  are  pasted.  The  right  hand  page 
contains  the  cash  columns  for  the  various  classes  of  goods  purchased 
according  to  the  nature  of  the  business,  and  a  "  total "  and  "  folio  "  column 
also  appear  on  this  side  of  the  book.  The  amounts  in  the  "  total "  column 
are  posted  to  the  Credit  Ledger,  while  the  monthly  totals  in  the  Guard 
Book  are  posted  to  their  respective  accounts  in  the  General  Ledger. 

Guinea  Pig. — The  term  applied  to  individuals  who  are  directors 
of  a  number  of  companies,  but  who  either  through  lack  of  ability  or  from 
laziness  take  no  interest  in  the  management  of  the  companies  which  they 
have  nominally  under  their  charge,  but  simply  use  the  office  with  the  view 
of  drawing  the  guineas  which  are  allotted  by  the  shareholders  to  the 
directors  on  the  understanding  that  they  manage  the  company.  No  one 
should  be  upon  a  board  who  has  neither  time  nor  qualifications  to  assist  in 
directing  it. 

Half -Crown  is  the  British  coin  which  is  £th  of  a  £1.  It  is  struck 
both  in  gold  and  silver  of  the  same  fineness  and  of  half  the  weight  of  the 
gold  and  silver  crown.    (See  "  Currency.") 

Half -Penny. — A  British  coin  struck  in  silver,  copper,  and  bronze. 
The  copper  half-penny  was  issued  in  Charles  IL's  reign,  and  the  bronze  half- 
penny on  the  adoption  of  the  bronze  coinage  in  Great  Britain  in  1860. 

Half -Sovereign. — The  British  gold  coin  of  the  same  fineness 
and  half  the  weight  of  the  sovereign  or  pound.  Its  weight  in  standard 
gold  of  916*6  fineness  is  6163  grains,  at  which  it  has  been  fixed  since  1817. 
Its  value  in  gold  francs  900  fine  is  1261  francs. 

"  Hammered." — This  is  a  term  used  on  the  London  Stock 
Exchange  to  denote  the  failure  of  a  member.  The  member  who  finds  that 
he  cannot  meet  his  engagements  informs  the  committee  for  general  pur- 
poses that  such  is  the  case,  and  a  notice  is  then  given  to  one  of  the  porters, 
who,  after  calling  the  attention  of  the  members  by  giving  three  strokes 
with  a  wooden  hammer,  reads  the  notice  out.  Members  who  are  thus 
declared  bankrupt  cannot  do  any  business  in  the  house,  and  their  estate  is 
wound  up  by  the  official  assignees. 

Hard  Money. — This  term  is  used  in  the  United  States  to  designate 
metallic  money  in  contradistinction  to  paper  currency. 


234  HAKDWAKE  FACTOK  ACCOUNTING 

Hardware  Factor  Accounting.— The  business  of  a  hard- 
ware factor  is  concerned  entirely  with  distribution,  and  is  carried  on  chiefly 
in  Birmingham  and  Wolverhampton.  It  was  formerly  a  more  extensive 
trade  than  it  now  is,  the  factors  purchasing  from  the  manufacturers  the 
whole  of  the  goods  made  in  the  hardware  district,  and  sending  out  travellers 
with  patterns  to  supply  the  requirements  of  the  retail  ironmongers  through- 
out the  country.  The  increased  facilities  for  communication  and  corre- 
spondence have  tended  to  bring  the  producer  into  closer  relations  with  the 
country  ironmonger,  and  the  factor  has  ceased  to  be  the  sole  medium  be- 
tween producer  and  distributor.  Notwithstanding  the  changes  brought 
about  by  increased  railway  and  postal  facilities  the  factor's  is  still  an 
extensive  trade,  as  the  retailer  has,  through  his  assistance,  the  advantage 
of  making  a  selection  from  patterns  of  a  very  varied  assortment  of  goods, 
and  of  replenishing  his  stock  in  smaller  quantities  than  it  would  be  possible 
for  him  to  buy  to  advantage  from  the  numerous  makers  whose  products  are 
necessary  to  completely  furnish  his  shelves.  Many  of  the  articles,  too,  are 
made  by  small  manufacturers  who  do  not  hold  stock,  and  require  prompt 
payment,  and  for  these  the  factor's  warehouse  acts  as  a  receiving  house. 
In  former  times  the  manufacturer  regarded  the  local  factors  as  his  chief 
and  frequently  his  only  customers,  with  whom  he  had  quarterly  accounts, 
which  were  paid  on  quarter  day,  and  the  country  ironmonger  regarded  the 
factor  not  only  as  his  merchant,  but  to  a  large  extent  as  his  banker.  Owing 
to  the  growth  of  trade  and  the  facilities  for  communication  many  of  the 
larger  manufacturers  now  send  out  their  own  travellers,  but  the  factor  still 
holds  an  important  position  as  an  agent  for  the  collection  and  distribution 
of  goods. 

The  foundation  of  a  factor's  book-keeping  is  the  traveller's  order-sheet, 
which  is  forwarded  day  by  day  during  his  journey.  These  sheets  are  filed, 
and  the  name  of  the  manufacturer,  from  whom  the  goods  are  ordered,  is 
noted  in  the  margin,  and  as  the  goods  are  delivered  to  the  warehouse  they 
are  marked  in,  and  the  items  are  ruled  off  as  they  are  forwarded  to  the 
customer.  The  manufacturer's  invoices,  making  up  a  consignment,  are 
entered  upon  the  factor's  invoice,  which  is  handed  to  the  warehouseman  to 
check  the  goods  upon  delivery  to  the  packer ;  the  invoice  is  then  returned 
to  the  counting-house  for  the  insertion  of  the  selling  prices  noted  on  the 
traveller's  order-sheet.  When  completed  the  invoice  is  entered  in  the  Day 
Book,  or  press-copied  on  tissue,  the  total  only  being  entered  in  a  Day  Book 
for  posting  to  the  Ledger,  and  for  adding  up  for  the  purpose  of  the  Profit 
and  Loss  account.  The  manufacturer's  invoices  are  entered  in  totals  only 
in  the  Bought  Day  Book  for  posting  to  the  Manufacturers'  Ledger,  and  for 
ascertaining  the  value  of  goods  bought.  The  goods  returned  by  customers 
and  the  goods  returned  to  manufacturers  are  considerable  in  amount,  and 
are  recorded  in  their  respective  Day  Books.  Two  subsidiary  Cash  Books  are 
required :  firstly,  the  Journey  Cash  Book,  which  would  be  more  accurately 
described  as  the  Travellers'  Ledger.  Separate  accounts  are  opened  with  each 
journey,  as  North  Journey,  South  Journey,  East  Journey,  Scotch  Journey, 
Irish  Journey,  and  each  journey  is  charged  with  the  cash  in  hand,  with 
which  the  traveller  starts  from  home,  and  subsequently  with  his  collections, 
as  advised  to  the  house  from  day  to  day,  and  is  credited  with  the  traveller's 
remittances,  and  at  the  end  of  his  journey  with  his  expenses,  and  the 
balance  paid  to  the  cashier  on  his  return.  The  cash  collected  is  posted 
from  the  Journey  Cash  Book  to  the  credit  of  the  customer's  accounts.  A 
second  set  of  £  s.  d.  columns,  is  ruled  on  the  left  hand  or  receipt  side  for 
recording  any  allowances,  and  particulars  of  these  are  supplied  by  the 
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traveller  upon  settlement  slips,  which  are  carefully  scrutinised  by  the 
cashier.  The  total  allowances  on  each  journey  are  posted  to  the  debit  of 
discounts  and  allowances  in  the  Expense  Ledger.  The  traveller's  remittances 
are  entered  as  receipts  in  the  General  Cash  Book,  as  rt  To  North  Journey — 
cheques  £300 : 0 : 0.     To  da— bills  £200 : 0 : 0." 


Hardware  Factor 
Profit  and  Loss  Account  fob  Twelve  Months,  ending  31st  December  190 


To  Stock,  1st  January  190 
,,  Goods  purchased,  less  re- 
turns     .... 
„  Discounts  and  allowances 


ft 


to  customers  . 
Gross  profit  carried  down  . 


To  Travellers'  salaries  . 
Travelling  expenses  . 
Office  and  warehouse  sala 

ries 
Packages,  straw  and  paper 
Stamps  and  stationery 
Parcel-post 
Petty  cash  expenses . 
Rents,  rates,  and  insurance 
Banker's  charges 
Bad  debts 
Balance,  being  net  profit 


ll 


£,    s.    d. 


By  Goods  sold,  less  returns    . 
Stock,  31st  December  190 
Discounts  and  allowances 
by  manufacturers  . 


»» 


h 


|8 


£,    t.    d. 


By  Gross  profit  brought  down 


The  second  subsidiary  Cash  Book  is  for  cash  purchases,  which  are  very 
numerous  and  of  small  amounts.  It  would  involve  much  additional  clerical 
work,  if  the  whole  of  these  were  passed  through  the  Bought  Day  Book  and 
posted  to  the  Manufacturers'  Ledger,  without  any  corresponding  advantage, 
and  for  this  reason  this  book  is  made  the  sole  record  of  these  small  trans- 
actions. The  weekly  total  is  entered  as  a  payment  in  the  General  Cash  Book, 
and  is  posted  to  a  "  Cash  Purchases  "  account  in  the  Manufacturers'  Ledger. 
It  usually  happens  that  a  few  of  these  small  accounts  are  unpaid  at  stock- 
taking, and  these  are  included  in  the  total  of  cash  purchases  transferred  to 
the  Expense  Ledger,  and  appear  as  a  liability  in  the  Manufacturers'  Ledger. 
There  is  no  special  feature  in  the  General  Cash  Book,  which  records  on  the 
debit  side  the  traveller's  remittances,  any  remittances  direct  from  customers, 
sundry  receipts,  and  cash  received  from  bank,  with  columns  for  discount 
and  allowances ;  and  on  the  credit  side  payments  of  manufacturers'  accounts, 
the  weekly  totals  of  cash  purchases,  various  expenses,  salaries,  partners' 
drawings,  and  payments  to  bank,  with  columns  for  discounts  and  allowances 
to  the  firm.  As  the  aggregate  of  the  cash  purchases  is  considerable,  it  is 
desirable  that,  for  the  satisfaction  of  the  firm  and  the  cashier,  the  receipts 
should  be  checked  each  week  against  the  cash  paid,  either  by  a  partner  or 
some  responsible  member  of  the  staff.     The  factor  is  required  to  meet  com- 
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petition  without  unduly  reducing  his  profits,  and  to  maintain  his  trade  at 
such  a  level  as  is  consistent  with  his  working  expenses ;  and  as  the  per- 
centage of  net  profit  upon  a  merchant  business  is  necessarily  restricted,  he 
must  keep  himself  well  informed  of  the  standing  of  his  customers,  as  bad 
debts,  when  incurred,  are  usually  of  large  amount.  An  outline  Profit  and 
Loss  account  of  a  factor's  business  is  given  on  p.  235,  from  which  it  will  be 
seen  that  only  totals  are  dealt  with.  It  would  involve  too  much  labour  to 
allocate  the  purchases  and  expenses  so  as  to  show  the  separate  result  of 
each  journey,  so  that  it  is  a  matter  of  internal  management  to  watch  each 
traveller's  returns,  the  character  of  his  trade,  whether  profitable  or  meagre, 
the  standing  of  his  customers,  and  the  percentage  of  his  salary  and  expenses 
to  his  sales.  0.  Holt  Caldicott. 

Harmonical  Progression  ■ — If  in  a  series  of  quantities  there 
be  this  relation  between  every  three  consecutive  terms,  that  the  difference 
between  the  first  and  second  is  to  the  difference  between  the  second  and 
third  as  the  first  is  to  the  third,  such  quantities  are  said  to  be  in  harmonical 
progression. 

Expressed  in  symbols,  a,  b,  and  c  will  be  in  harmonical  progression,  if 

a-b  _a 

b-c~  c 
Multiplying  across,  we  have 

ac  -  be  =  ab  -  ac, 

and  dividing  throughout  by  abc  we  have 

b    a     c     b' 
Again,  b,  c,  and  d  will  be  in  harmonical  progression  if 

c     b    d     c 

1111 
Thus-,  -r>  -,  -j*  etc.  are  shown  to  form  an  arithmetical  progression.    In  other 

words,  we  have  proved  that  the  reciprocals  of  quantities  in  harmonical 
progression  are  in  arithmetical  progression.  We  might,  therefore,  have 
defined  harmonical  progression  as  a  series  of  quantities,  the  reciprocals  of 
which  form  an  arithmetical  progression. 

There  is  no  method  for  finding  the  sum  of  series  of  quantities  in 
harmonical  progression.  Problems  connected  therewith  are  invariably 
solved  by  taking  the  reciprocals  of  the  series  and  making  use  of  the 
arithmetrical  progression  formulas. 

Thus,  given  a  and  b,  the  first  two  terms  of  a  series  proceeding  in 

harmonical  progression,  to  find  the  nth  term  of  the  series.  ->  -y  etc.  being 
in  arithmetical  progression,  we  have  the  common  difference, 

o    a 
_a-  b 

"~   ab 
The  nth  term  of  an  arithmetical  progression 

Z=/+(n-l)tf, 
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where/  is  the  first  term  of  the  series 


and 


(n  -  l)a  -  (n  -  2)6 
ab 
db 


and  therefore 


Z"~(n-l)a-(n-2)&' 

To  find  the  harmonic  mean  between  a  and  b.     Let  H  denote  the 

1  1 
harmonic  mean,     a,  H,  and  &  being   in   harmonical   progression   ->  ™ 

and  j-  will  be  in  arithmetical  progression,  whence 

H    a~"6    ff 
1     1 
1     a+6 
H"    2 

~~2^P 

^  tt      2a& 

and  H  =  — ,, 

a+  o 

Again,  to  insert  n  harmonic  means  between  a  and  b.  Making 
use  of  the  fact  that  the  reciprocals  of  quantities  in  harmonical  pro- 
gression are  in  arithmetical  progression,  we  would  proceed  to  insert  n 

arithmetic  means  between  -  and  t-     The  reciprocals  of  these  quantities 

would  be  the  harmonic  means. 

Since  A,  the  arithmetic  mean  between  a  and  b,  is  =  -  0— ,  and  H,  the 

harmonic  mean  between  the  same  quantities,  is  = .,  we  have 

a  +  o 

.      _     a  +  b      2ab 
A  x  H=     ^     x 


2       a  +  6 

=  (GA 
where  G  denotes  the  geometric  mean. 
Again,  we  have 

__«  +  b-  2\/ab 
~  2 

2 

Therefore  A-G  is  a  positive  quantity,  whence  we  may  say  that  the 
arithmetic  mean  between  any  two  quantities  is  greater  than  the  geometric 
mean.  We  previously  showed  that  A  x  H  =  (G)2,  whence  G  lies  between 
A  and  H.  We  have  now  proved  that  A  is  greater  than  G.  Therefore,  the 
arithmetic  is  greater  than  the  geometric  mean,  which  in  turn  is  greater 
than  the  harmonic  mean.  W.  A.  Robertson. 
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HAT  MONEY 


Hat  money,  or  primage,  is  a  charge  payable  as  a  gratuity  to  the 
master  of  a  ship  by  a  charterer  or  shipper  of  goods  upon  delivery  of  the 
cargo.  This  privilege  of  the  master  is  generally  now  taken  away  by  the 
terms  of  the  contract. 


Heirs. — The  word  "heir,"  in  a  wide  sense,  may  be  applied  to  any 
person  who  succeeds  to  an  inheritance  on  the  death  of  another,  whether 
under  testamentary  disposition  or  on  intestacy.  In  its  more  limited  legal 
application  the  word  "  heirs  "  signifies  those  who  succeed  on  intestacy  to  the 
estate,  heritable  or  moveable,  of  a  deceased  person.  In  the  case  of  heritage 
the  successor  is  termed  the  "  heir  at  law/'  or  "  heir  at  law  in  heritage,"  and 
in  the  case  of  moveables  the  successors  are  "  heirs  in  moveables." 

Heir  at  Law. — Heritage  descends  first  to  males  in  the  direct  line  of 
descent  in  order  of  seniority — a  grandson  by  an  elder  son  taking  in  prefer- 
ence to  a  younger  son — and,  failing  males  in  each  branch,  then  to  the 
females  equally  as  heirs  portioners.  In  the  case  of  heirs  portioners  the 
heir  of  a  deceasing  heir  portioner  takes  the  share  of  his  or  her  ancestor. 
Thus,  if  a  man  dies  survived  by  a  daughter  and  two  granddaughters  by  a 
predeceasing  daughter,  the  surviving  daughter  succeeds  to  one-half  and  the 
granddaughters  to  one-fourth  each.  Failing  direct  descendants,  heritage 
descends  among  collaterals  according  to  the  same  rules,  immediate  younger 
brothers  and  their  issue  succeeding  in  the  first  instance  in  preference  to 
the  immediate  elder  brother  of  the  deceased.  Failing  younger  brothers  and 
their  issue,  the  elder  brothers  and  their  issue  succeed  in  their  order,  com- 
mencing with  the  brother  nearest  in  age  to  the  deceased.  Failing  brothers, 
sisters  share  equally  as  heirs  portioners.  Failing  collaterals,  the  succession 
ascends  to  the  father  and  his  collaterals,  and  so  on  in  the  line  of  ascent. 
The  full  blood  is  preferred  to  the  half-blood.  The  mother  is  excluded  from 
the  succession  of  her  children. 

The  following  diagram  will  illustrate  the  order  of  succession : — 
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Failing  all  other  heirs,  the  Crown  takes  as  ultimus  hceres. 

Heirs  portioners  are  female  heirs  who  take  equally  on  failure  of  male 
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heirs,  and  include  the  heirs  of  a  predeceasing  female  who,  had  she  survived, 
would  have  been  an  heir  portioner.    Thus — 
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Father 


Daughters 


A 


Grand 


A 
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daughters 


Grandson 


A 


A 


Grand  daughter 


© 
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In  the  succession  to  A  (the  father)  his  heritable  estate  on  intestacy 
descends  in  three  pro  indiviso  parts  or  shares,  thus — B  and  D,  his  daughters, 
having  predeceased  him,  B  leaving  two  daughters,  £  and  F,  and  D  a  son 
and  daughter,  G  and  H — J  to  E  and  F,  the  daughters  of  B,  as  in  right  of 
B ;  J  to  C ;  £  to  G,  the  son  of  D,  as  in  right  of  D,  excluding  H,  the  daughter 
of  D.  While  heirs  portioners  succeed  equally,  the  eldest  heir  portioner 
has  certain  preferential  rights.  If  there  be  one  superiority  the  eldest 
heir  portioner  takes  it  upon  compensating  the  other  heirs  portioners 
therefor.  She  also  takes,  without  compensation,  the  mansion-house,  offices, 
and  garden ;  likewise  titles  and  dignities,  which  are  incapable  of  division. 

Heirs  of  Conquest. — Formerly  the  succession  to  heritable  property 
purchased  or  acquired  by  the  ancestor,  as  distinguished  from  property 
to  which  he  had  himself  succeeded  as  heir  at  law,  passed  on  different  lines. 
Thus  it  was  said  heritage  descends,  conquest  ascends.  So  in  conquest  the 
immediate  elder  brother  succeeded,  and  not  the  immediate  younger  brother, 
as  in  heritage.  The  distinction  between  conquest  and  heritage  in  successions 
after  1st  October  1874  was  abolished  by  the  Conveyancing  (Scotland)  Act 
1874  (37  &  38  Vict.  c.  94,  sec.  37). 

Heirs  in  moveables  succeed  equally  to  the  moveable  estate  of  the  deceased 
— subject  to  the  legal  right  of  the  widow  or  widower  (see  "  Jus  Relicts  "  and 
"  Jus  Relicti  ")  and  the  legal  right  of  the  children  (see  "  Legitim  ")•  The 
heir  at  law  in  heritage  is  excluded  from  participating  in  the  moveable  estate 
unless  he  elects  to  collate  the  heritage,  i.e.  to  throw  it  into  hotchpot  with 
the  moveable  estate.  This  right  is  in  the  heir's  election,  and  the  heirs  in 
moveables  cannot  compel  him  to  collate. 

The  nearest  of  kin  take  to  the  exclusion  of  the  more  remote,  except 
that  by  the  provisions  of  the  Intestate  Moveable  Succession  Act  1855  (18 
Vict.  c.  23)  the  descendants  of  a  predeceasing  next  of  kin  take  the  share 
which  their  predeceasing  parent  would  have  taken  had  he  or  she  survived. 
Failing  issue  of  the  deceased  the  father  is  entitled  to  one-half,  and  if  the 
father  have  predeceased,  the  mother  is  entitled  to  one-third,  of  the  moveable 
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estate  in  preference  to  the  next  of  kin.  The  Act  excludes  representation 
among  collaterals  beyond  brothers  and  sisters  descendants.  Where  the 
collaterals  consist  only  of  nephews  and  nieces  they  take  equally  per  capita, 
that  is,  according  to  the  number  of  individuals,  and  not  per  stirpes,  or 
collectively  by  separate  branches.  John  K.  Laidlaw. 

Heirship  Moveables.— The  heir  of  line  in  heritage  in 
Scotland  was  entitled  to  a  selection  of  the  best  moveable  goods  of  his 
predecessor  in  respect  that  he  was  excluded  as  heir  in  heritage  from  any 
other  share  in  the  moveables.  It  was  only  the  heir  of  a  baron,  prelate,  or 
burgess  who  was  entitled  to  the  privilege,  but  baron  in  this  connection 
meant  a  person  actually  infeft  in  lands  or  houses  or  in  an  annual  rent  of 
such  subjects,  prelate  included  all  beneficed  persons,  while  burgess  meant  an 
actual  trading  burgess  in  a  royal  burgh  as  distinguished  from  an  honorary 
burgess.  The  right  was  completed  by  possession  without  service.  Posses- 
sion, however,  was  required  to  vest  the  right,  otherwise  the  moveables  fell  to 
the  heir  of  the  common  predecessor,  and  not  to  the  executors  of  the  heir 
who  survived  without  having  achieved  possession.  In  the  case  of  heirs 
portioners — that  is,  heirs  female  or  heirs  taking  through  an  heir  female — the 
heirship  moveables  were  divided  among  the  heirs  portioners.  The  right  could 
not  be  excluded  by  a  testamentary  deed  or  a  deed  executed  on  death-bed. 

The  following  is  an  inventory  of  heirship  moveables : — 

Inventary  of  the  moveable  Heirship  belonging  to  the  Heir  of  a 

Prelate,  Baron,  or  Burgess 

Gold  Work. — A  chain  of  gold ;  a  pair  of  bracelets  of  gold ;  the  best  gold 
ring  or  seal  ring  ;  the  best  piece  of  gold,  commonly  called  a  purse-penny  ; 
and  so  forth,  the  best  of  all  sort  of  goldsmith  work. 

Silver  Work. — A  watch ;  a  silver  cup ;  the  best  silver  piece  or  goblet ; 
a  silver  muist-ball ;  a  dozen  of  silver  spoons,  if  there  be  so  many ;  other- 
wise, if  fewer,  but  one ;  a  silver  salt ;  a  silver  bason ;  a  silver  stoup ;  a  silver 
whistle ;  the  best  brandy  tass  or  dish ;  a  silver  pick-tooth ;  and  so,  the  best 
of  silver  work. 

Copper  and  Brass  Work. — The  best  copper  kettle  for  brewing;  an  hanging 
candlestick,  with  flowers,  commonly  hung  in  the  midst  of  the  hall ;  the 
best  standing  candlestick  of  brass  or  pewter ;  the  best  mortar  and  pestle ; 
a  meikle  brass  pan  ;  a  pair  of  the  best  candle  snuffers ;  a  brass  guarden  for 
table  dishes ;  a  brass  scummer ;  a  brass  laddie ;  a  cleek  or  plate  of  brass ;  the 
best  drapping  pan,  whether  brass  or  iron ;  the  best  three  pots  of  the  mould 
following,  viz. — a  great  beef  pot ;  a  broth  pot ;  a  less  posset  pot ;  a  brass 
choffer ;  a  brass  laver ;  a  frying-pan,  or  choffing-dish ;  a  drainer ;  a  bed-pan ; 
the  best  lanthorn. 

Vessel. — A  dozen  of  pewter  plates,  if  they  be  of  one  mould,  otherwise 
only  the  three  following,  viz. — a  great  charger  plate ;  a  broth  plate ;  an  half- 
mess  plate  ;  a  dozen  of  the  best  pewter  trunchers,  if  fewer,  one ;  a  porringer 
dish,  having  commonly  two  lugs ;  a  pewter  pot,  with  the  cover ;  a  pewter 
mustard  dish ;  a  quart  stoup ;  a  pint  stoup ;  a  chopin  stoup ;  a  mutchken 
stoup;  a  gill  stoup;  a  pewter  flagon ;  a  salt;  a  pewter  laver;  a  pewter  bason. 

Iron  Work. — The  best  iron  chimney,  with  the  raxes,  gallows,  standard, 
crook,  and  back ;  a  spit,  and  a  jack  for  turning  thereof ;  a  standard  for  the 
drapping  plate;  a  brander;  a  pair  of  bowls;  a  pair  of  tongs;  an  ax;  a 
hammer ;  a  smoothing  iron ;  an  iron  for  roasting  eggs ;  a  pair  of  pot  clips ;  a 
flesh  hook ;  a  poring-iron ;  a  bullet  for  breaking  of  coals;  a  mustard- bullet. 
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Timber  Work. — The  beat  large  table,  of  whatsoever  timber;  the  best 
meal-ainbry ;  the  best  press ;  the  best  longsaddle  bed ;  the  best  stand-bed  of 
timber ;  the  best  armed-chair ;  the  best  stool ;  the  best  chest  or  coffer ;  the 
best  lesser  table ;  a  glass  case,  for  drinking  glasses ;  a  bairns'  board,  with 
the  forms  thereto  belonging;  a  draw-bed;  a  wand-bed;  a  cloak -pin;  a 
dressing-board ;  a  craddle ;  a  furnished  bed,  viz.,  the  best  feather  or  down 
bed;  a  bolster  and  pallizes;  two  cods,  with  the  wears  thereof;  a  bed  sheet; 
a  pair  of  the  best  sheets ;  a  pair  of  spraingled  bed  plaids ;  the  best  sewed 
covering;  a  mat;  a  pair  of  the  best  curtains,  with  the  pand  thereof;  a 
dozen  of  the  best  cushcons,  and  failing  that  number,  one ;  a  canopy ;  a  green 
board  cloth,  or  the  best  table-cloth  of  cloth. 

Linen  Gloaths. — A  board  cloth  of  dornick,  damask,  or  linen ;  a  dozen  of 
the  best  servits  or  napkins ;  the  best  dressing  cloth ;  the  best  water 
cloth  or  mouth  cloth ;  the  best  shirt ;  the  best  ruff  band  or  cravat ;  the  best 
napkin  or  handkerchief  laced ;  the  best  night  cap,  with  the  mutch  thereof. 

Cloathing. — The  best  suit  of  cloaths;  the  best  pair  of  stockings;  the 
best  pair  of  silk  garters ;  the  best  pair  of  gloves ;  the  best  hat,  with  the 
best  hat  band ;  the  best  purse  ;  a  riding  coat ;  the  best  cloak  ;  a  night-gown ; 
a  pair  of  shoes. 

Armour. — The  best  belt  and  hingers ;  the  best  pair  of  plait  gloves ;  a 
two-handed  sword ;  the  best  rapier  or  short  sword ;  the  best  gun  or  fusil ; 
a  steel  bonnet  or  head-piece ;  a  corslet,  with  the  tasles ;  a  craig  piece ;  a 
gauntlet  glove ;  a  band ;  a  pick ;  a  halbert  or  partisan ;  a  carrabine ;  a 
riding  saddle ;  a  pair  of  boots  and  spurs  ;  a  pair  of  pistols. 

Miscellanea. — The  great  house  Bible;  a  Psalm  book;  the  Acts  of 
Parliament ;  the  house  clock ;  the  best  looking-glass ;  the  tables,  table-men, 
and  dam-broad ;  a  rubber ;  a  bisom ;  a  wine  glass :  a  spunge ;  a  lint  wheel ; 
an  wool  wheel ;  a  beef  stand ;  a  meal  ark ;  a  lead  cistern  for  holding  water ; 
an  posset  can,  with  the  cover  thereof ;  a  girdle ;  a  baking  board ;  a  spurtle ; 
a  pair  of  cards ;  a  pair  of  the  best  ballances,  with  the  best  baulk  and  great 
weights,  viz.,  a  stone,  half-stone,  quarter-stone,  and  pound ;  a  pair  of  small 
weights,  with  the  brass  weights,  viz.,  the  pound,  half-pound,  quarter,  ounces, 
and  drap ;  the  best  horse,  saddled  and  bridled,  with  the  haill  furniture ; 
the  best  plough,  with  the  haill  plough-graith ;  a  sled,  with  the  haill  graith 
belonging  thereto ;  a  crook-saddle,  with  a  pair  of  creels  and  gohams,  an 
iron  harrow,  with  the  haill  graith  thereof ;  a  pair  of  sods,  with  the  haill 
graith  thereof;  a  flaughter-spade ;  a  foot-spade;  a  stool ;  a  greap;  a  muck- 
hook  ;  a  barrow ;  a  paddle ;  a  flail ;  a  rake ;  a  fork ;  an  oat  riddle ;  a  bear 
riddle;  a  weight  riddle;  a  sieve;  a  small  meal-sieve;  a  tramping  tub;  a 
laddling;  a  kirn  and  kirn-staff;  a  firlot;  a  peck  and  half-peck;  a  pair  of 
fetters,  with  the  lock  thereof;  a  hanging  lock ;  an  ax ;  an  eioh ;  a  hammer ; 
a  wimble ;  a  chizel ;  a  mell ;  a  gudgeon ;  a  saw ;  a  rule ;  a  pair  of  cams ;  a 
trough ;  a  peel ;  a  coal  rake ;  a  mattock ;  likewise  the  brewing  vessels,  such 
as  fats,  tubs,  bowies,  stands,  barrels,  etc. 

If  there  were  pairs  or  dozens,  the  heir  got  the  best  pair  or  dozen ;  but  in 
others  he  got  only  one  single  thing. 

The  subject  of  heirship  moveables  has  now  only  an  antiquarian  and 
historical  interest,  the  right  having  been  abolished  by  the  Act  31  and  32 
Vict.  101,  sec.  160.  John  K.  Laidlaw. 

Heirs  Portioners.    SeeHxiBs. 

Heredi tam ant. — A  term  used  in  legal  documents  for  any  real 
property  consisting  of  land,  buildings,  or  rights  attaching  to  land.     It 
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includes  advowsons  and  rights  of  common  which  are  termed  incorporeal 
hereditamants. 

Heritable  Securities. — Definition. — A  heritable  security 
may  be  defined  as  a  redeemable  right  over  lands  constituted  according 
to  the  forms  recognised  in  the  law  of  Scotland.  The  phrase  is  held  to 
include  rights  where  the  subject  of  security  is  a  lease  (Stroyan,  1890, 
17  R  1170).  Statutory  definitions  will  be  found  in  the  Titles  to  Land 
Consolidation  Act  1868,  sec.  3,  and  the  Conveyancing  Act  1874,  sec.  3. 
These  definitions,  however,  while  they  fix  the  meaning  of  the  phrase 
"heritable  security,"  as  used  in  the  respective  Acts,  expressly  exclude 
from  their  scope  an  absolute  disposition  with  a  back-bond,  which  is  one  of 
the  ordinary  forms  of  security.  Questions  as  to  the  interpretation  of  the 
phrase  have  arisen  both  in  the  interpretation  of  a  will  (Breatcliff,  1887,  14 
R  307),  and  of  a  provision  in  the  Trusts  Act  1884,  sec.  10,  by  which  trustees 
are  entitled  to  invest  in  "  real  or  heritable  securities."  The  cases  would 
seem  to  establish  that  in  order  to  entitle  a  bond  to  the  character  of  a  herit- 
able security,  the  subject  conveyed  must  be  one  which  the  creditor  can 
attach  by  one  or  other  form  of  diligence,  and  that  when  the  heritable 
subjects  conveyed  are  extra  commercium,  such  as  a  harbour,  or  probably  a 
railway,  the  conveyance  is  not  a  heritable  security  (Greenock  Harbour 
Trustees,  1888,  15  R  343 ;  Cowan's  Trustees,  1897,  24  R  590). 

Written  Bond  Necessary. — In  order  to  constitute  an  effectual  heritable 
security  a  written  bond  or  conveyance  is  necessary.  Pledge  of  the  title-deeds 
of  lands  (the  form  of  security  known  in  English  law  as  an  equitable  mort- 
gage) is  not  recognised  in  the  law  of  Scotland.  Such  a  pledge  might  possibly 
entitle  the  pledgee  to  retain  the  title-deeds  in  a  question  with  the  pledger 
himself,  but  it  would  not  confer  any  real  right  over  the  lands,  or  entitle 
the  pledgee  to  any  preference  in  the  bankruptcy  of  the  pledger  (Christie, 
1862,  24  D.  1182). 

Security  must  be  Recorded. — Further,  in  order  that  the  title  of  the 
creditor  in  a  heritable  security  may  be  completed,  the  bond  or  conveyance 
by  which  the  security  is  granted  must  be  duly  recorded  in  the  appropriate 
division  of  the  Eegister  of  Sasines.  Until  that  step  is  taken  the  security 
is  only  inchoate,  and  the  debtor  remains,  ex  facie  of  the  records,  the  unquali- 
fied and  unburdened  proprietor  of  the  subjects.  Should  he,  in  these 
circumstances,  convey  the  land  to  a  third  party  for  onerous  causes  the  right 
of  the  creditor  would  be  defeated.  His  security  would  not  affect  the  lands 
in  the  hands  of  the  disponee,  and  would  be  reduced  to  a  personal  obligation 
on  the  part  of  the  debtor.  The  question  has  several  times  been  raised  as  to 
the  right  of  a  creditor  in  a  heritable  security  to  complete  his  title  within  sixty 
days  of  the  bankruptcy  of  the  debtor.  Is  the  security  then  reducible  under 
the  Act  1696  and  sec.  6  of  the  Bankruptcy  Act  1856  as  a  security  for  prior 
debts  ?  It  is  clearly  established  that  if  the  security  consists  of  a  conveyance 
of  definite  lands,  and  if  all  that  remain  to  be  done  is  to  record  it  in  the 
Register  of  Sasines,  that  step  may  be  taken  within  sixty  days  of  the  debtor's 
bankruptcy  without  rendering  the  security  open  to  challenge  (Scottish 
Provident  Institution,  1888,  16  R  112).  It  may  even  be  recorded  after 
the  bankruptcy  of  the  debtor,  provided  that  the  trustee  has  not  in  the 
meantime  made  up  and  recorded  an  independent  title  (Cormack,  1829,  7  S. 
868).  If,  on  the  other  hand,  the  security  is  not  in  a  form  which  can  be  at 
once  recorded  in  the  Eegister  of  Sasines,  in  respect  that  it  does  not  contain 
a  disposition  of  any  definite  land, — if,  for  instance,  it  merely  conveys  "  all  my 
lands," — it  would  appear  from  the  last  case  on  the  subject  that  if  it  is  open 
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to  the  creditor  to  complete  his  title  without  the  assistance  of  the  debtor,  by 
any  conveyancing  expedient,  such  as  a  notarial  instrument  or  an  action  of 
adjudication,  the  security,  although  not  recorded  until  within  sixty  days  of 
the  bankruptcy  of  the  debtor,  is  not  reducible  (Roy's  Trustee,  1903,  40 
S.L.R.  530). 

Securities  over  Leases. — A  security  over  a  lease  is  in  an  exceptional 
position.  If  the  lease  is  recorded  under  the  provisions  of  the  Registration 
of  Leases  Act  1857,  the  security  may  follow  the  ordinary  forms,  and  may 
be  completed  by  being  recorded  in  the  manner  provided  by  that  Act.  If 
the  lease  is  not  recorded  it  is  impossible  to  create  an  effectual  security  over 
it  without  resorting  to  the  expedient,  which  will  rarely  be  practicable  or 
convenient,  of  placing  the  creditor  in  the  actual  possession  of  the  subjects  of 
the  lease  (Clark,  1882,  9  R.  1017). 

Capacity  to  Grant. — Anyone  who  is  capable  of  contracting  may  grant  a 
heritable  security.  A  pupil  cannot  burden  his  heritable  property,  nor  can 
his  tutor  or  administrator-iu-law  (Scott's  Trustee,  1887,  14  R.  1043).  The 
validity  of  a  security  by  a  minor  without  curators  is  doubtful  (Hill,  1879, 
7  R.  68).  A  married  woman  requires  the  consent  of  her  husband,  unless 
his  jus  administrations  has  been  excluded  (Boyle,  1822, 1  S.  372).  Trustees 
may  borrow  on  the  security  of  heritable  property  belonging  to  the  trust 
provided  they  have  either  (1)  express  power  in  the  trust-deed ;  or  (2)  the 
consent  of  all  the  beneficiaries,  being  all  of  full  age  and  capable  of  contract- 
ing ;  or  (c)  the  authority  of  the  Court  (Trusts  Act  1867,  sec.  3). 

Where  Grantor's  Title  Incomplete. — Certain  specialties  arise  when  the 
title  of  the  grantor  of  the  security  is  either  limited  or  incomplete.  An  heir 
of  entail  may  always  grant  a  security  over  his  own  liferent  interest,  but  he 
cannot  burden  the  fee  of  the  estate  unless  he  has  express  authority  in  the 
particular  entail,  or  the  case  falls  under  the  provisions  of  the  various  entail 
amendment  Acts.  Where  the  security  is  granted  by  a  debtor  who  has  not 
made  up  a  title  to  the  lands  conveyed,  the  title  of  the  security  holder  may 
be  completed  by  the  subsequent  completion  of  his  author's  title,  when  the 
defect  will  be  cured  by  accretion  (Bell,  Princ.  sec.  882).  Alternatively,  the 
creditor  may  at  once  complete  his  title  by  expeding  and  recording  a  notarial 
instrument  under  the  provisions  of  sections  19  and  23,  schedules  J,  L,  and 
N,  of  the  Consolidation  Act  1868  (31  &  32  Vict.  c.  101). 

Existing  Forms. — It  is  not  necessary  to  explain  the  earlier  forms  of 
heritable  securities,  such  as  the  wadset,  bond  of  annual  rent,  and  heritable 
bond,  which  are  now  obsolete.  The  forms  at  present  in  use  are  mainly 
three — the  bond  and  disposition  in  security,  the  ex  facie  absolute  disposition 
with  back-bond,  and  the  real  burden.  The  first  of  these  is  the  ordinary  and 
recognised  form  of  creating  a  heritable  security  for  a  debt  or  advance  of 
definite  amount ;  the  second  is  chiefly  used  when  it  is  desired  to  create  a 
security  which  will  cover  future  as  well  as  present  advances ;  the  third  is 
in  use  in  the  case  where  a  party,  disponing  lands,  desires  to  reserve  to 
himself,  or  to  constitute  in  favour  of  some  third  party,  a  debt  to  form  a 
burden  on  the  right  of  the  disponee. 

Bond  and  Disposition  in  Security. — The  ordinary  form  of  bond  and 
disposition  in  security  is  that  contained  in  schedule  FF  of  the  Consolidation 
Act  1868.  This  form  commences  with  a  narrative  clause,  containing  the 
names  of  the  parties  and  an  acknowledgment  of  the  sum  advanced.  There 
follow  a  personal  obligation  by  the  debtor  for  repayment  of  principal  and 
interest,  and  a  disposition  of  the  lands  or  subjects  of  the  security.  This 
disposition  is  declared  to  be  "  heritably  but  redeemably,  yet  irredeemably 
in  the  event  of  a  sale  by  virtue  hereof."    Then  follow  various  short  clauses, 
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the  meaning  and  effect  of  which  is  declared  by  the  statute  (sec.  119)  to  be 
equivalent  to  that  of  the  fuller  clauses  in  use  in  the  earlier  form  of  bond. 

The  use  of  a  bond  and  disposition  in  security  is  limited  by  the  rule 
that  no  burden  can  be  laid  on  land  unless  its  amount  can  be  ascertained 
from  the  deeds  recorded  in  the  Register  of  Sasines  (Smith-Sligo,  1885, 
12  R.  907).  This  form  of  security,  therefore,  is  not  adapted  to  the  case 
where  the  parties  contemplate  the  making  of  advances  in  future,  and  desire 
that  the  whole  sum  ultimately  to  be  advanced  should  be  covered  by  one 
security.  The  difficulty  might  have  been  got  over  by  taking  a  security  at 
once  for  the  whole  sum  to  be  advanced,  but  for  the  further  rule  that,  in  a 
question  with  third  parties,  a  bond  and  disposition  in  security  will  only 
cover  sums  which  have  actually  been  advanced  at  the  date  when  infeft- 
ment  is  taken  (Act  1696,  c.  5 ;  Black,  1885,  12  R.  990).  (For  the  relaxa- 
tion of  this  latter  rule  in  the  case  of  bonds  designed  to  secure  cash  credits, 
see  "  Bond  for  Cash  Credit.")  For  other  cases  in  which  future  advances 
are  contemplated,  the  usual  form  of  heritable  security  is  an  ex  facie  absolute 
disposition  with  a  back-bond. 

Absolute  Disposition  with  Back-Bond. — In  this  form  of  security  an 
ordinary  conveyance  of  the  subjects  to  the  creditor  is  executed ;  and,  on 
this  being  recorded  in  the  Register  of  Sasines,  his  title  is  complete.  The 
right  of  the  debtor  to  a  reconveyance  on  payment  of  the  debts  for  which 
the  security  is  granted  is  sometimes  left  as  a  mere  personal  obligation, 
without  any  written  agreement,  but  this  may  result  in  serious  difficulties 
should  it  ever  be  necessary  for  him  to  establish  his  right  by  proof.  He  can 
only  do  so  by  the  writ  or  oath  of  the  creditor  (Seth,  1855,  17  D.  1117). 
More  usually,  therefore,  the  creditor  grants  a  back-bond  or  back-letter,  by 
which  he  binds  himself  to  execute  a  reconveyance  on  payment  of  all  debts 
due  to  him  by  the  debtor.  It  is  not  usual  to  record  the  back-bond.  If  it 
is  recorded,  and  bears  that  the  transaction  was  entered  into  in  security  of 
a  particular  debt,  the  result  is  that  no  other  debts  fall  within  the  security 
(Keith,  1785,  Bell's  Folio  Cases,  234).  While  it  remains  unrecorded  the 
debtor  is  exposed  to  the  risk  that  the  creditor,  appearing  on  the  Register  of 
Sasines  as  the  absolute  proprietor  of  the  lands,  may  sell  them  to  a  third 
party,  who  would  unquestionably  obtain  a  good  title  (Duncan,  1893,  21  R. 
37).  The  risk,  however,  of  such  a  gross  fraud,  which  could  hardly  ever 
escape  detection,  is  probably  sufficiently  met  by  the  provisions  of  the 
criminal  law.  It  was  at  one  time  doubtful  whether,  if  the  creditor  in  this 
form  of  security  became  bankrupt  while  the  back-bond  was  unrecorded,  his 
trustee  in  bankruptcy  was  or  was  not  bound  to  give  effect  to  the  right  of 
the  debtor  to  a  reconveyance.  It  is  now  finally  decided  that  the  trustee 
in  such  a  case  takes  tantum  et  tale  the  right  which  the  bankrupt  possessed, 
and  is  therefore  bound  to  reconvey  on  payment  of  the  debt  for  which  the 
security  was  granted  (Heritable  Reversionary  Company,  1892,  19  R.H.L. 
43 ;  Forbes,  1898,  25  R.  1012). 

A  security  by  absolute  disposition  with  back-bond  will  cover  all  advances 
that  may  be  made  by  the  creditor  to  the  debtor.  But  if  in  the  meantime 
the  debtor  borrows  money  on  the  security  of  his  reversionary  right  from  a 
third  party,  that  third  party,  on  intimating  to  the  creditor,  will  have  a 
right  in  the  subjects  preferable  to  any  advances  which  the  creditor  may 
make  after  he  has  received  such  intimation.  Thus  A  conveyed  certain 
subjects  to  the  National  Bank,  by  a  disposition  ex  facie  absolute,  but  in 
reality  in  security.  He  afterwards  assigned  his  right  in  these  subjects  to 
the  Union  Bank  in  security  of  an  advance.  This  was  intimated  to  the 
National  Bank.      Thereafter  further  advances  to  A  were  made  by  the 
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National  Bank.  On  A's  bankruptcy  a  competition  between  the  two  banks 
arose,  and  it  was  held  that  the  Union  Bank  was  entitled  to  be  ranked  in 
preference  to  the  claim  of  the  National  Bank  for  advances  made  after  the 
receipt  of  intimation  that  the  debtor  had  assigned  his  reversionary  right 
(National  Bank,  1886,  14  R.H.L.  1). 

Beal  Burden. — A  real  burden  is  constituted  by  inserting  in  a  con- 
veyance a  clause  burdening  the  lands  with  a  certain  sum  in  favour  of  the 
creditor  in  the  burden.  A  personal  obligation  for  payment  is  usually 
undertaken  by  the  disponee  of  the  lands,  but  is  not  essential.  Various 
cases  illustrate  the  necessity,  in  creating  a  real  burden,  of  an  express  state- 
ment that  the  debt  shall  affect  the  lands,  and  not  form  merely  a  debt  on 
the  part  of  the  disponee  (Magistrates  of  Arbroath,  1872,  10  M.  630).  To 
constitute  an  effectual  real  burden,  both  the  exact  amount  secured,  and  the 
name  of  the  creditor  or  creditors,  must  appear  on  the  Register  of  Sasines 
(Edmonstone,  1888,  16  R.  1).  This  should  be  secured  by  an  irritant  clause 
declaring  that  any  infeftment  by  the  disponee  which  does  not  engross  the 
real  burden,  or  validly  refer  to  it,  shall  be  null. 

Bights  of  Creditor. — The  rights  of  a  creditor  in  a  heritable  security  vary 
in  certain  respects  according  to  the  form  of  security  adopted.  In  the  main, 
however,  they  are  the  same,  and  may  be  considered  by  taking  the  position 
of  the  creditor  in  the  ordinary  form — the  bond  and  disposition  in  security. 
The  most  important  point  to  be  noted  is  that  the  creditor  has  two  separate 
classes  of  remedies  for  enforcing  payment,  one  depending  on  his  position  as 
the  holder  of  a  personal  obligation,  the  other  upon  his  right  over  the  security 
subjects. 

Under  Personal  Obligation. — As  the  holder  of  the  debtor's  personal 
obligation  the  heritable  creditor  is  entitled  to  use  all  diligence  competent 
for  the  recovery  of  ordinary  debt.  He  may  charge  for  payment,  poind  the 
debtor's  goods,  petition  for  his  sequestration,  and  rank  as  a  personal  creditor 
in  his  bankruptcy.  If  there  is  no  right  at  stake,  except  that  of  the  debtor, 
all  these  rights  may  be  exercised  without  in  any  way  prejudicing  the 
creditor's  rights  over  the  security  subjects  (M'Whirter,  1887,  14  R.  918). 

When  Debtor  has  parted  with  Subjects. — Should  the  debtor  part  with 
the  lands,  the  resulting  position,  apart  from  special  agreement,  is,  that  his 
personal  obligation  remains  unaffected,  while  the  disponee  incurs  no  personal 
liability,  although  the  lands  are  subject  to  the  security.  It  is  often,  how- 
ever, convenient,  in  the  event  of  the  purchase  of  lands  burdened  with 
heritable  securities,  to  arrange  that  the  purchaser  should  undertake  personal 
liability  for  the  debt.  Section  47  of  the  Conveyancing  Act  1874  provides 
that  the  personal  obligation  shall  transmit  against  the  purchaser  of  lands 
whenever  an  agreement  to  transmit  appears  in  gremio  of  the  conveyance. 
The  question  what  amounts  to  an  agreement  to  transmit,  and  the  effect  of 
different  clauses  on  the  personal  liability  of  the  original  debtor  and  of  the 
purchaser,  have  given  rise  to  some  litigation.  The  cases  are  all  referred  to 
in  Wright's  Trustees,  1891,  18  R.  481.  It  may  be  noted  that  if  the  lands 
have  been  sold,  and  the  creditor  proposes  to  enforce  the  personal  obligation  of 
the  original  debtor,  he  is  bound,  on  receiving  payment,  to  assign  his  security, 
and  if,  for  any  reason,  he  cannot  grant  such  an  assignation,  the  debtor  s 
personal  obligation  is  discharged  (Mackirdy,  1895,  22  R.  340). 

Entering  into  Possession :  Beat  Diligence. — Apart  altogether  from  the 
personal  obligation,  the  creditor  may  enforce  payment  by  putting  in  force 
his  right  over  the  lands  secured.  He  may  enter  into  possession — with  or 
without  obtaining  decree  in  an  action  of  maills  and  duties — and  thereby 
obtain  a  right  to  draw  the  rents  of  the  subjects.     By  obtaining  decree  in  an 
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action  of  poinding  of  the  ground,  he  may  attach  all  moveables  situated  on 
the  subjects  and  belonging  to  the  debtor.  In  the  ordinary  case  a  creditor 
may  enter  into  possession  simply  by  intimating  his  right  to  the  tenants  of 
the  subjects,  and  directing  them  to  pay  their  rents  to  him  (Lang,  1854, 16  D. 
908).  In  the  case  where  the  subjects  are  in  the  natural  possession  of  the 
debtor,  and  there  are  no  tenants,  the  creditor  may  proceed  under  section  5 
of  the  Heritable  Securities  Act  1894.  The  sequestration  of  the  debtor 
does  not  affect  the  right  of  a  heritable  creditor  to  enter  into  possession,  nor 
does  it  form  a  bar  to  his  obtaining  a  decree  of  maills  and  duties  (Conveyanc- 
ing Act  1874,  sec.  55).  But  the  sequestration  of  the  debtor,  or  any  process, 
whether  in  Scotland  or  not,  by  which  his  estates  are  administered  in  bank- 
ruptcy, or,  in  the  case  of  the  debtor  being  a  company,  its  liquidation,  limits 
the  right  of  the  heritable  creditor  to  poind  the  ground.  His  poinding  after 
bankruptcy  will  only  cover  the  current  half-year's  interest  and  one  year's 
arrears  (49  Vict.  c.  23,  sec.  3 ;  50  &  51  Vict.  c.  69,  sec.  2). 

Sale. — The  ultimate  remedy  of  a  heritable  creditor  is  to  expose  the 
subjects  for  sale.  The  formalities  which  must  be  observed  in  selling  are 
detailed  in  section  119  of  the  Consolidation  Act  1868.  They  must  be 
observed  with  scrupulous  regularity,  otherwise  the  sale  will  be  reducible  by 
any  one  having  an  interest.  Thus  the  statute  requires  advertisement  for 
six  weeks  in  certain  specified  newspapers.  It  was  held  in  a  case  where  the 
sale  took  place  on  advertisements  for  five  weeks  and  five  days,  that  the 
sale  was  irregular,  and  that  the  purchaser  was  entitled  to  resile  (Ferguson, 
1895,  22  R.  643). 

Sale  where  Security  by  Absolute  Disposition. — Where  the  security  is  by 
absolute  disposition  with  back-bond  the  creditor  may  sell  in  virtue  of  his 
absolute  title,  and  without  any  express  power  in  the  back-bond.  He  can 
give  a  title  which  a  purchaser  is  safe  in  accepting,  and  the  remedy  of  the 
debtor,  if  the  sale  was,  in  fact,  a  breach  of  contract,  is  an  action  of  damages 
against  the  creditor,  and  not  a  reduction  of  the  sale  (Baillie,  1884,  12  R. 
199 ;  Duncan,  1893,  21  R.  37).  The  creditor  in  such  a  security  is  probably 
entitled  to  sell  by  private  bargain,  but,  unless  that  method  of  sale  is  ex- 
pressly authorised  in  the  back-bond,  he  should,  in  selling,  observe  the 
formalities  specified  in  section  119  of  the  Consolidation  Act,  1868. 

Sale  by  Postponed  Bondholders. — A  postponed  bondholder  is  entitled  to 
sell  the  subjects,  and  may  insist  on  the  prior  bondholder  discharging  his 
security  upon  obtaining  payment  of  his  debt  (Adair's  Trustees,  1895,  22  R. 
975).  A  sale  by  a  pari  passu  bondholder  is  specially  provided  for  by  the 
Heritable  Securities  Act,  1894,  sec.  11. 

Foreclosure. — At  common  law  the  creditor  cannot  purchase  the  subjects 
himself  (Taylor,  1846,  8  D.  400),  nor  has  he  any  power  to  acquire  them  by 
foreclosure.  This  rule,  which  often  caused  difficulty  in  practice,  has  been 
modified  by  the  Heritable  Securities  Act  1894.  By  that  Act,  a  creditor 
who  has  exposed  the  subjects  for  sale  at  a  price  not  exceeding  the  amount 
of  his  own  and  any  prior  creditor's  securities,  and  has  failed  to  find  a 
purchaser,  may  apply  to  the  Sheriff  for  a  decree  of  forfeiture,  and,  by 
recording  an  extract  of  such  a  decree  containing  a  description  of  the 
lands  in  the  appropriate  Register  of  Sasines,  may  obtain  an  irredeemable 
title. 

Restriction,  Assignation  of  Security. — Special  provisions,  into  which  it 
is  not  necessary  to  enter  in  detail,  are  made  by  the  Consolidation  Act 
1868,  for  the  restriction  of  a  heritable  security,  for  its  transmission 
inter  vivos  and  mortis  causa,  and  for  the  completion  of  the  title  of  an 
assignee,  heir,  or  legatee  of  the  creditor. 
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Redemption,  Discharge. — The  forms  by  which  a  heritable  security  may 
be  discharged  are  also  dealt  with  by  the  Act  of  1868.  These  forms  do  not 
apply  to  an  absolute  disposition  with  a  back-bond,  in  which  case  the  proper 
discharge  is  a  reconveyance  duly  recorded  in  the  Register  of  Sasinea  In 
certain  cases  it  is  provided  that  the  debtor  shall  not  be  entitled  to 
redeem  the  security  until  the  expiry  of  a  certain  period.  Unless  this 
agreement  appears  on  the  record,  which  is  not  usual,  it  will  not  entitle 
the  creditor  to  refuse  immediate  payment  in  the  event  of  the  bankruptcy 
of  the  debtor  (Don's  Tr.,  1885,  22  S.L.R  348).  But  a  postponed  bond- 
holder has  no  title  to  insist  on  the  prior  creditor  accepting  payment 
before  the  stipulated  period  (Ashburton,  1892,  20  R  187). 

Heritable  Securities  in  Creditor's  Sv>ccession. — Until  the  Consolidation 
Act  1868  came  into  operation  (31st  December  1868),  heritable  securities, 
by  whatever  form  constituted,  were  heritable  in  the  succession  of  the 
creditor,  and,  on  intestacy,  passed  to  his  heir.  In  successions  opening 
since  that  date,  heritable  securities  (with  the  exception  of  securities  by 
absolute  disposition,  to  which  the  Act  does  not  apply)  are,  in  virtue  of 
sec.  117,  moveable  in  the  succession  of  the  creditor.  They  remain 
heritable  (1)  if  executors  are  expressly  excluded  in  the  bond,  and  (2)  in 
questions  of  legitim,  taxation,  and  rights  of  husband  and  wife  (Hare, 
1889,  17  R  105). 

In  Debtor's  Succession. — On  the  death  of  the  debtor  in  a  heritable 
security  his  whole  estate  is  liable  for  the  debt.  The  creditor  is  not  bound 
to  discuss  the  heir  before  proceeding  against  the  executor  (M'Gillivray, 
1857,  19  D.  1099).  But  in  a  question  between  the  representatives  of  the 
debtor,  on  his  death  intestate,  the  burden  of  the  heritable  security  falls 
upon  the  heir.  In  testate  succession  the  general  rule  is  that  if  lands 
burdened  with  a  bond  are  disponed  to  a  particular  legatee,  he  is  primarily 
liable  for  the  debt.  This  rule  will  yield  to  a  distinct  expression  of 
a  contrary  intention  (Macleod's  Tr.  1871,  9  M.  903),  but  not  to  a  general 
direction  to  the  executor  to  pay  all  debts  (Douglas*  Tr.  1868,  6  M.  223). 
As  to  the  effect  of  debt  heritably  secured  on  two  different  estates  in  the 
event  of  these  being  left  to  separate  legatees,  see  Ferrier,  1896,  23  B. 
703.    (See  u  Mortgage.") 

See  Montgomery  Bell's  Lectures  on  Conveyancing,  3rd  edit.  vol.  ii.  p.  1151 ;  Menzibs' 
Conveyancing  (Sturrock'a  edit.),  p.  856  seq. ;  Craigie's  Heritable  Rights,  p.  909  seq.  ;  Gloao 
and  Irvine's  Rights  in  Security,  p.  15.  w   w   pT^Ar 

Heritors. — Heritors  in  Scotland  are  proprietors  in  fee  of  heritable 
subjects,  who  are  liable  to  be  assessed  for  certain  ecclesiastical  burdens. 
Iiferenters  by  constitution,  i.e.  by  grant  from  a  third  person,  titulars  of 
teinds  and  superiors,  or  owners  of  the  superiority  as  distinguished  from 
the  property,  are  not  heritors. 

Upon  the  heritors  is  laid  the  burden  of  providing  and  maintaining  the 
parish  church,  manse  with  enclosed  garden,  glebe,  minister's  grass,  and 
churchyard.  Although  the  heritors  are  bound  to  provide  a  manse  with 
modern  conveniences  and  a  sufficient  supply  of  water  for  drinking  and 
domestic  purposes,  it  has  recently  been  decided  that  where  the  house  is  in- 
cluded in  a  special  water-supply  district  the  minister  is  liable  for  the  water 
rates  without  relief  against  the  heritors  (Smith  v.  Heritors  of  Prestonpans, 
1903,  40  S.L.K.  303).  The  liability  of  the  heritors  is  enforced  by  the  Pres- 
bytery of  the  bounds  of  the  parish,  with  an  appeal  to  the  Sheriff,  and  from 
the  Sheriff  to  the  Lord  Ordinary  in  teind  causes,  whose  decision  is  final. 
The  assessments  are  laid  on  by  the  heritors  themselves  at  meetings  which 
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are  called  in  accordance  with  the  provisions  of  the  "  Ecclesiastical  Buildings 
and  Glebes  (Scotland)  Act,  1868,  (31  &  32  Vict.  cap.  96)  sec.  22.  The 
heritors  may  be  represented  by  proxies,  each  heritor  present  or  represented 
having  one  vote,  and  the  chairman  a  deliberative,  but  not  a  casting  vote. 
The  resolution  of  the  majority  binds  the  whole  body  of  the  heritors. 

It  is  important  to  observe  that  liferenters,  as  previously  stated,  are  not 
heritors  and  are  not  liable  to  be  assessed.  The  assessments  fall  upon  the  fiar 
without  relief  from  the  liferenter  (Anstruther,  1823,  2  S.  306). 

In  landward  parishes  the  assessment  is  usually  laid  on  according  to  the 
old  valued  rent,  but  frequently  according  to  the  real  rent  as  appearing  in 
the  Valuation  Roll ;  in  burghal  landward  parishes,  i.e.  parishes  embracing  a 
burgh  as  well  as  a  country  district,  according  to  the  real  rent.  The  valued 
rent  heritors  may  insist  on  the  assessment  being  imposed  according  to  the 
valued  rent.     Ecclesiastical  Assessments  (Scotland)  Act  1900. 

John  K.  Laidlaw. 
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The  business  of  an  auctioneer  consists  in  selling  by  public  auction  goods 
consigned  to  him  by  various  parties  called  consigners.  The  price  realised 
for  these  goods  is  transmitted  to  the  consigners  after  deducting  the 
auctioneer's  commission  for  selling  the  goods  and  any  charges  payable  to 
him  by  the  consigners,  such  as  advertising,  printing  of  special  catalogue, 
and  other  charges  according  to  the  class  of  goods  sold  or  the  arrangement 
made.  In  most  cases  the  goods  consigned  to  the  auctioneer  pass  through 
his  hands,  and  delivery  is  given  by  him  to  the  purchaser.  The  goods  are 
first  of  all  received  into  the  "  receiving  office,"  where  they  must  be  recorded 
so  as  to  show  from  whom  the  goods  were  received.  They  are  afterwards 
arranged  in  lots  and  catalogued  and  finally  sold  at  the  sale  to  various 
purchasers.  The  prices  given  for  the  goods  by  the  purchasers  must  be 
accounted  for  by  the  auctioneer  to  the  consigners.  This  being  a  general 
outline  of  an  auctioneer's  business,  it  follows  that  every  auctioneer  of 
whatever  class  must  have  some  system  of  recording  all  the  goods  consigned 
to  him  from  the  time  they  enter  his  premises  until  they  are  sold  and 
delivery  taken  by  the  purchaser. 

The  various  books  used  by  an  Auctioneering  Company  dealing  in  hides, 
skins,  and  tallow  are  set  forth  here,  and  the  books  through  which  the 
transactions  are  passed  are  explained.  The  Company  has  a  manager,  who 
acts  as  auctioneer  to  the  Company.  The  consignments  of  goods  to  this 
Company  consist  of  hides,  skins,  and  tallow,  which  are  sent  in  by  butchers 
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and  others  to  be  disposed  of  by  public  auction.  Before  describing  the 
various  books  used  by  this  Company  it  will  not  be  out  of  place  to  explain 
the  working  of  the  different  departments  of  the  business  separately. 

Hide  Department. — When  hides  are  received  they  are  weighed  and 
laid  out  for  classification  and  inspection.  After  they  are  classed  into 
various  classes,  and  arranged  in  lots,  the  catalogue  is  prepared,  and  the  sale 
takes  place. 

Skin  Department. — The  skins  when  received  are  arranged  into  various 
classes,  but  are  not  weighed  like  hides,  and  the  catalogue  is  then  prepared. 

"  Tallow  Department." — In  nearly  every  business  where  tallow  is  sold 
by  public  auction  a  sale  is  held  towards  the  end  of  each  week  or  month. 
In  England  the  sales  are  held  weekly,  but  in  Scotland  monthly.  At  that 
sale  an  estimate  of  the  tallow  which  will  be  received  during  the  next  week 
or  month  is  submitted.  The  price  is  fixed  at  that  sale  which  the  purchasers 
have  to  pay  for  all  tallow  received  by  the  Company  during  the  succeeding 
week  or  month.  The  estimates  of  tallow  for  the  succeeding  month  are 
printed  on  a  catalogue  giving  the  names  of  the  different  consigners  of 
tallow  and  the  amount  expected  to  be  received  from  each.  For  these 
different  consignments  prices  are  offered  at  the  sale,  and  the  highest  bidder 
is  deemed  to  be  the  purchaser  of  the  tallow.  It  will  thus  be  seen  that  all 
consignments  of  tallow  received  by  the  Company  from  the  different  con- 
signers must  be  recorded  as  having  been  received  for  the  particular 
purchaser  who  agreed  at  the  sale  to  take  the  tallow  sent  in  by  the  con- 
signers. The  tallow  received  by  the  Company  during  any  one  month  has 
already  been  sold  at  the  sale  held  on  the  last  week  of  the  previous  month, 
so  that  the  Company  know  exactly  to  whom  the  tallow  received  belongs, 
and  records  this  accordingly  in  their  books. 

When  the  tallow  is  received  at  the  Company's  "  receiving  office  "  it  is 
weighed,  and  this  weight,  it  may  be  mentioned,  fixes  what  the  purchaser 
must  pay  for,  and  also  the  weight  for  which  the  Company  must  pay  the 
consigner.  Tallow,  by  lying  in  the  "  receiving  office,"  dries,  and  thus  loses 
some  weight,  but  it  matters  not  what  weight  it  loses  so  far  as  the  con- 
signer is  concerned,  as  he  must  get  paid  for  the  weight  at  the  time  he 
handed  in  the  tallow,  and  it  is  a  condition  of  the  sale  that  the  purchaser 
must  pay  for  the  tallow  according  to  the  weight  when  the  tallow  was  re- 
ceived. 

The  form  of  catalogues  for  each  of  these  departments  are  as  follows : — 

1.  Form  of  Hide  Catalogue 

The  Hide,  Skin,  and  Tallow  Market  Company,  Limited, 

Slaughter  Houses, 

To  be  sold  by  auction,  on  Friday,  19    ,  the  undermentioned 

hides  in  their  respective  allotments. 

Conditions  of  Sale 

1.  The  highest  bidder  to  be  the  purchaser. 

2.  The  hides  and  calf  skins  to  be  taken  at  the  weight  as  received  in,  with  all  the 

faults  and  errors  of  description  (if  any),  and  to  be  removed  on  the  day  of  sale. 
All  hides  received  up  to  two  o'clock  will  be  put  into  their  respective  lots,  and 
must  be  taken  by  the  purchaser. 

3.  No  advance  less  than  id.  per  lb.  on  hides  and  calf  skins  will  be  accepted. 

4.  The  auctioneer  will  be  sole  referee  on  all  matters,  questions,  and  disputes 

occurring  during  the  sale,  or  having  reference  thereto^  and  he  will  have  power 
to  reserve  any  lot,  even  after  it  has  been  exposed,  if,  in  his  opinion,  the  price 
offered  is  below  its  value ;  and  also  to  adjourn  the  sale,  if  he  should  think  it 
necessary  to  do  so. 
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5.  Payments  to  be  made  in  cash  before  delivery  (if  required),  in  default  of 

which  the  goods  will  be  resold,  and  the  loss  (if  any)  made  good  by  the 
defaulter  at  this  sale. 

6.  Five  per  cent  interest  will  be  charged  on  all  accounts  not  paid  within  seven 

days  ;  and  the  previous  week's  goods  must  be  paid  before  delivery  of  the  next 
is  granted. 

R.  Lawson, 
Manager  and  Auctioneer. 

Horned  Hides — 1st  Class 


Last 

Week's 

Price. 

No. 

Lot. 

1 
2 
3 

4 

Pile  of  Hides. 


100  lbs.  and  upwards 
90  lbs.  to  99  lbs. 
80  lbs.  to  89  lbs. 
70  lbs.  to  79  lbs. 


Price. 


And  bo  on,  following  the  headings  in  the  Hide  Class  Book. 


2.  Form  of  Skin  Catalogue 

The  Hide,  Skin,  and  Tallow  Market  Company,  Limited, 

Slaughter  Houses, 

Sale  of  Skins,  One  o  *  clock  punctually 

To  be  sold  by  auction,  on  19    ,  the  undermentioned 

skins  in  their  respective  allotments. 

Conditions  of  Sale 

1.  The  highest  bidder  to  be  the  purchaser. 

2.  The  sheep  and  lamb  skins  to  be  taken  as  assorted,  with  all  faults  and  errors  of 

description  (if  any),  and  must  be  removed  on  the  day  of  sale. 

3.  Not  to  advance  less  than  Id.  each  on  sheep  and  lamb  skins  when  under  2s.  6d., 

and  2d.  each  when  above  that  sum. 

4.  The  auctioneer  will  be  sole  referee  on  all  matters,  questions,  and  disputes 

occurring  during  the  sale,  or  having  reference  thereto,  ana  he  will  have 
power  to  reserve  any  lot,  even  after  it  has  been  exposed,  if,  in  his  opinion,  the 
price  offered  is  below  its  value ;  and  also  to  adjourn  the  sale,  if  he  should  think 
it  necessary  to  do  so. 

5.  Payments  to  be  made  in  cash  before  delivery  (if  required),  in  default  of  which 

the  goods  will  be  resold,  and  the  loss  (if  any)  made  good  by  the  defaulter 
at  this  sale. 

6.  Five  per  cent  interest  will  be  charged  on  all  accounts  not  paid  within  seven 

days  ;  and  the  previous  week's  goods  must  be  paid  before  delivery  of  the  next 
is  granted. 

R.  Lawson, 
Manager  and  Auctioneer. 
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Sheep  and  Lamb  Skins 


<Jty. 

Lot. 

Price. 

Bayer. 

1 

Half-bred  hoggs 

Skins 

2 

do. 

3 

do. 

4 

do. 

5 

do. 

6 

do. 

7 

Half-bred  wethers 

do. 

8 

do. 

9 

do. 

10 

Cross  hoggs 

do. 

11 

do. 

12 

do. 

IS 

Blackfaced  wethers 

do. 

14 

do. 

15 

do. 

16 

do. 

17 

do. 

18 

do. 

19 

Blackfaced  lambs 

do. 

20 

do. 

21 

do. 

22 

do. 

23 

do. 

24 

do. 

The  foregoing  gives  a  short  account  of  the  working  of  such  a  Company 
as  regards  the  sale,  and  the  various  hooks  and  other  statements  used  by 
such  a  Company  fall  now  to  be  explained.  In  order  that  each  department 
may  be  dealt  with  separately,  the  subsidiary  books  in  each  department  are 
explained  first  of  all,  and  then  the  working  of  these  books  of  the  three 
departments  into  the  books  of  account  proper  will  be  shown. 

3.  Form  of  Tallow  Catalogue 

The  Hide,  Skin,  and  Tallow  Market  Company,  Limited, 

Slaughter  Houses, 

Sale  of  Tallow,  etc.,  5.30  p.m.  prompt 

To  be  sold  by  auction,  on  ,  for  the  month  of 

190  ,  the  following  lots  of  tallow,  etc. 

Conditions  of  Sale 

1.  The  highest  bidder  to  be  the  purchaser,  and  if  any  dispute  arise,  the  lot  to  be 

put  up  again. 

2.  Buyers  will  be  charged  2d.  per  cwt.for  searching  and  Id.  per  cwt.  for  porterage. 

3.  Buyers  to  take  each  lot  at  the  weight  as  weighed  in  and  searched  by  the  Com- 

pany's searchers.  While  the  exposers  have  given  an  estimated  statement  of 
quantities,  they  are  not  to  be  held  as  bound  thereby,  and  the  buyers  will  be 
bound  to  take  whatever  quantities,  more  or  less,  which  may  be  tendered  by 
the  sellers  during  the  month.    The  same  rule  to  apply  to  "  sundry  lots." 

4.  The  manager  or  other  auctioneer  will  be  sole  referee  on  all  matters,  questions, 

and  disputes  occurring  during  the  sale,  or  having  reference  thereto,  and  he 
will  have  power  to  reserve  any  lot,  even  after  it  has  been  exposed,  if,  in  his 
opinion,  the  price  offered  is  below  its  value ;  and  also  to  adjourn  the  sale,  if 
he  should  think  it  necessary  to  do  so. 

5.  Payments  to  be  made  in  cash  before  delivery  (if  required),  in  default  of  which 

the  goods  to  be  resold,  and  the  loss  (if  any)  made  good  by  the  defaulter 
at  this  sale. 

6.  Five  per  cent  interest  will  be  charged  on  all  accounts  not  paid  within  seven 

days  •  and  the  previous  week's  goods  must  be  paid  before  delivery  of  the 
next  is  granted. 

R.  Lawson, 
Manager  and  Auctioneer. 
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Tallow  Sale 

The  Hide,  Skin,  and  Tallow  Market  Company,  Limited 
The  following  lots  of  tallow,  etc.,  will  be  sold  for  the  month  of 


190  , 


on 

Slaughter  Houses, 


,  at  5.30  o'clock  p.m.,  in  the  Searching-House, 
,  subject  to  conditions  of  sale : — 


Last  Month's 
Price. 

Estimated 

Weight  per 

Month. 

Price. 

20s. 

Owt. 

29s.  3d. 

2.  Tripe  tallow 

34s.  9d. 

3.   Wm.  Arthur,  A.  H.   Aitken,  A.  Binnie,  A. 
and  W.  Scott,  J.  D.  Robertson,   A.  Wood 
and  Son        ......  Beef 

25 

34s.  9d. 

4.  Brodie  and  Gillon,  Robert  Carmichael, 
Jno.  S.  Sutherland        .                 .        .    ,, 

20 

34s.  9d. 

5.  Messrs.    Hogg,    P.    Fairweather,   Alex. 
Wilkie „ 

25 

35s.  9d. 

6.  Johnston  and  Waters      .        .                 .    ,, 

20 

And  so  on* 

I.  Subsidiary  Books  of  the  Hide  Department 

The  subsidiary  books  in  the  hide  department  are  as  follows : — (1) 
Receiver's  Book ;  (2)  Hide  Class  Book ;  (3)  Hide  Sale  Book. 

1.  Receiver's  Book. — When  the  hides  are  received  into  the  "  Receiving 
Office"  they  are  entered  up  into  the  Receiver's  Book,  which  contains 
columns  for  the  "  name  of  the  consigner,"  "  number  of  hides,"  "  weight  of 
the  hide,"  "description  of  the  hide,"  and  "classification."  This  book  is 
added  up  weekly,  and  the  total  agrees  with  that  in  the  Hide  Class  Book  as 
explained  later  on.  The  consigner  receives  a  slip  for  the  hides  in  the  same 
way  as  consigners  of  tallow,  but  no  further  use  is  made  of  the  duplicate 
slips  for  hides.     The  following  is  the  ruling  of  this  book — 


Hide  Receiver's  Book 


Date. 

Name  of  Consigner. 

Number  of 
Hides. 

Weight 

Description. 

Classification. 

Jan.      4. 

R.  Shaw 
Do. 
Do. 

3 

90  lbs. 
85   „ 
60   „ 

Polled 

Horned 

Cow 

1st  Class 
2nd  Class 
Damaged 

2.  Hide  Class  Book. — This  book  contains  as  many  columns  as  there  are 
different  kinds  of  hides,  and  is  written  up  from  the  "  Receiver's  Book  "  after 
the  hides  have  been  inspected  and  put  into  their  respective  lots.  The  total 
of  the  various  columns  when  added  up  must  agree  with  the  lots  as  catalogued 
for  sale  and  with  the  total  in  the  "  Receiver's  Book."  The  ruling  of  this 
book  is  given  below  in  five  divisions,  but  the  book  as  actually  in  use  is  a 
columnar  one  with  the  headings  given  below  running  from  the  left  to  right 
of  a  page. 
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Hide  Class  Book 
(i) 


Horned,  1st  Class.                             Cows,  1st  Class. 

l 

Polled,  1st  Class. 

1 

2 

8 

80 
to 
89 

4 

70 
to 
79 

5 

60 
to 
09 

6 

7 

8 

9 

10 

11 

12 

18 

14 

15 

100 

and 

Upwards. 

90 
to 
99 

69 

and 

Under. 

60 

and 

Upwards. 

60 
to 
59 

49 

and 

Under. 

100 

and 

Upwards. 

90 
to 
99 

80 
to 
89 

70 
to 

79 

60 
to 
69 

59 

and 

Under. 

(2) 


Highland,  1st  Class. 

Bulls. 

Horned,  2nd  Class. 

16 

17 

18 

19 

20 

21 

1 

2 

8 

80 
to 
89 

4 

5 

6 

100 

and 

Upwards. 

90 
to 
99 

80 
to 
89 

70 
to 
79 

60 
to 
69 

First  Class. 

100 
and  Upwards. 

90 
to 
99 

70 
to 
79 

60 
to 
69 

69 

and 

Under. 

(3) 


Cows,  2nd  Class. 

Polled,  2nd  Class. 

Highland,  2nd  Class. 

7 

8 

60 
to 
69 

9 

10 

11 

12 

80 
to 
89 

18 

70 
to 
79 

14 

60 
to 
69 

15 

16          17 

18 

80 
to 
89 

19 

20 

60 

and 

Upwards. 

49 

and 

Under. 

100 

and 

Upwards. 

90 
to 
99 

69 

and 

Under. 

100 

and 

Upwards. 

90 
to 
99 

70 
to 
79 

60 
to 
69 

(4) 


Bulls. 

Damaged. 

Heated. 

Fallen. 

Kips. 

Black  Polled,  1st  Class. 

21 

22 

28 

24 

26 

26 

27 

28 

29 

90 
to 
99 

80 

81 

Second  Class. 

Light. 

Heavy. 

Light 

Heavy. 

100 

and 

Upwards. 

80 
to 
89 

70 
to 
79 

(5) 


Black  Polled,  2nd  Class. 

Black  Polled,  Bulls. 

Special 
Cows. 

Branded. 

Special 
Horned. 

Special 
Polled. 

82 

88 

84 

85 

86 

87 

88 

89 

40 

41 

42 

48 

100 

and 

Upwards. 

90 
to 
99 

80 
to 
89 

70 
to 
79 

First 
Class. 

Second 
Class. 
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3.  Hide  Sale  Book. — Immediately  after  a  sale  of  hides  takes  place,  the 
Hide  Sale  Book  is  written  up.  It  contains  columns  for  the  "  Lot,"  "  Nsme 
of  buyer,"  "  Class,"  "  Number  of  hides,"  "  Weight,"  "  Price,"  and  "  Amount." 
In  the  first  column  headed  "  Lot "  is  entered  the  number  appearing  in  the 
Catalogue.  The  column  headed  "Price"  contains  the  price  per  hide  as 
settled  on  at  the  sale,  and  the  value  of  the  lot  bought  is  extended  in  the 
"  Amount "  column.  The  number  and  weight  of  hides  entered  up  in  this 
book  must,  of  course,  agree  with  the  total  hides  and  weight  as  appearing  in 
the  Receiver's  Book  and  the  Hide  Class  Book.     The  ruling  is  as  follows : — 


Hide  Sale  Book- 


-19- 


Lot 

Buyer. 

Class. 

No. 

Weight 

Price. 

Amount) 

II.  Subsidiary  Books  of  the  Skin  Department 

The  subsidiary  books  in  the  skin  department  are  as  follows: — (1) 
Receiver's  Book ;  (2)  Skin  Class  Book. 

1.  Receiver's  Book. — The  skins  as  they  are  received  are  entered  in  this 
book,  which  contains  columns  for  the  "  Date,"  "  Name  of  consigner,"  "  Total 
number  of  skins,"  and  other  two  columns  distinguishing  whether  skins  are 
"Lamb  "  or  "  Sheep."     The  form  of  this  book  is  as  follows : — 

Skin  Receiver's  Book 


Date. 

Name  of  Consigner. 

Total  Number 
of  Skins. 

Description. 

Sheep. 

Lambs. 

• 

2.  Skin  Class  Book. — This  book  contains  as  many  columns  as  there  are 
different  classes  of  skins.  The  name  of  the  consigner  is  entered,  and  the 
skins  are  classified  according  to  the  different  breeds,  and  entered  in  the 
various  columns,  such  as  "  Half-bred  hoggs,"  "  Half-bred  wethers,"  u  Black- 
faced  wethers,"  etc.  The  total  of  the  various  columns  in  this  book  should 
agree  with  the  total  as  appearing  in  the  "  Receiver's  Book." 

The  Skin  Catalogue  is  entered  up  from  this  book.  The  following  may 
be  taken  as  the  form  of  the  Skin  Class  Book : — 


Skin  Class  Book 


Name  of 
Consigner. 

Half-Bred 
Hoggs. 

Half-Bred 
Wethers. 

Cross  Hoggs. 

Black  Faced  Wethers. 

Black  Faced  Lambs. 

1 

2 

8 

4 

5 

6 

7 

8 

9 

10 

11 

12 

18 

14 

15     16 

17  1  18 

19 

20 

21 

22 

28  |  24 

» 

And  so  on. 
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III.  Subsidiary  Books  of  the  Tallow  Department 

The  subsidiary  books  in  the  tallow  department  consist  of — (1)  Receivers' 
Books;  (2)  Duplicate  Slip  Book;  (3)  Tallow  Ledger;  (4)  Weekly 
Abstracts. 

1.  Receivers'  Books. — As  has  already  been  explained,  all  the  tallow 
received  by  the  Company  has  been  sold  at  the  tallow  sale  held  the 
previous  week  or  month,  and  the  Company  therefore  knows  for  whom  the 
tallow  is  received. 

The  tallow  when  received  into  the  "  Receiving  Office  "  is  weighed,  and 
the  person  in  charge,  knowing  for  whom  it  is  received,  enters  in  a  pass 
book,  having  on  it  the  name  of  the  purchaser  of  that  tallow,  the  weight  of 
the  tallow  and  the  name  of  the  consigner.  The  person  in  charge  of  the 
"Tallow  Receiving  Office"  will  thus  have  as  many  books  as  there  are  pur- 
chasers of  tallow,  and  as  the  purchasers  remain  practically  the  same  all  the 
year  round  these  books  are  bound  with  the  purchaser's  name  on  the  back. 

In  addition  to  having  columns  for  the  name  of  the  consigner  and  the 
weight  of  the  tallow,  there  is  a  "  Total "  column  in  which  is  entered  the 
"  total "  tallow  lifted  away  by  the  purchaser,  who  may  take  it  away  either 
daily  or  oftener  as  suits  his  convenience. 

At  the  end  of  the  week  the  u  Weight "  and  "  Total "  columns  are  added 
up,  and  of  course  must  agree.  The  idea  of  having  this  "  total "  column  is 
simply  to  show  when  the  tallow  was  lifted,  and  although  the  tallow  when 
lifted  by  the  purchaser  is  again  weighed,  the  latter  weight  in  no  way 
affects  the  books  or  accounts  of  the  Company,  as  already  explained,  but  it 
checks  the  weighing  in,  because  the  purchaser  is  liable  to  pay  for  the 
weight  of  tallow  when  it  was  received. 

When  one  purchaser  buys  more  than  one  kind  of  tallow,  say  beef  and 
mutton  tallow,  a  book  is  kept  for  each  class. 

The  following  is  the  ruling  of  the  Receiver's  Book,  and  a  few  entries 
have  been  made  to  illustrate  its  working : — 

John  Davie,  Buyer 


Date. 

Name  of  Consigner. 

Weight. 

Total  weight. 

1903. 
Jan.    3 
5 
6 

John  Brown  .... 
H.  Binnie       .... 
Thomas  Johnston  . 

Columns  added  for  week  here 

Cwts.  qn.  lbs. 
70     0     6 
22     0     0 
19     3     0 

Cwts.  qre.  lbe. 
70     0     6 

41     3     0 

111     3     6 

111     3     6 

2.  Duplicate  Slip  Book. — In  order  that  the  consigner  may  have  a 
voucher  for  his  consignments  a  slip  or  voucher  is  sent  to  him,  setting  forth 
the  quantity  of  tallow,  etc.  received  by  the  Company,  and  a  copy  of  this 
slip  is  kept  by  the  Company  in  a  Duplicate  Slip  Book. 

The  slips  show,  in  addition  to  the  quantity  consigned,  the  class  of 
tallow  which  may  either  be  beef  tallow,  mutton  tallow,  shop  tallow,  or 
miscellaneous  lots.  The  slips  also  show  for  what  purchaser  the  tallow  was 
received.     The  following  is  the  form  of  these  slips : — 
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The 


Hide,  Skin,  and  Tallow  Market  Company  (Looted) 
Slaughter  Houses, 19 


ieceived  from  Mr. 

(Co 

nsigner). 

ForM 

CwU. 
(Bayer)     Beef, 

qis. 

lbs. 

ForM 

Mutton. 

ForM 

Shop, 

1 

No. 

Description  of  Hides. 

Weights. 

1 
1 

No. 


Description  of  Skins. 


3.  Tallow  Ledger. — At  the  close  of  each  day's  transactions  the  "  Duplicate 
Slip  Book  "  is  posted  up  into  a  "  Tallow  Ledger."  This  Ledger  contains  ac- 
counts for  each  of  the  different  Consigners,  and  at  the  same  time  distinguishes 
between  the  different  classes  of  tallow.  For  example,  one  consigner  might 
have  three  accounts — one  for  "  Beef  Tallow,"  a  second  for  "  Mutton  Tallow," 
and  a  third  for  u  Shop  Tallow."  In  these  Ledger  accounts  the  weight  of  the 
tallow  as  taken  from  the  "  Duplicate  Slip  Book "  is  entered,  and  the 
accounts  are  added  up  at  the  end  of  the  week,  and  the  total  extended  into 
an  outer  column.     The  following  is  the  ruling  of  the  Tallow  Ledger : — 

John  Brown  (Mutton) 


Date.    Weight.   ToUL    j  Date. 

1             ! 

Weight. 

i 
ToUL  ! 

Date. 

Weight. 

i 

Total  \ 

Date.  jWeight. 

ToUL 

i 
Jan.  3 

70  0  6 

> 

H. 

BlNNI 

E  (Bee: 

0 

Jan.  6 

19  3  0 

THOMi 

i 
kS  JOK 

NSTON  < 

(Shop) 

Jan.  5 

22  0  0 

i 
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4.  Weekly  Abstracts. — The  Tallow  Ledger  having  been  written  up  for 
the  week,  the  "  Weekly  Abstracts "  are  next  taken  out.  Loose  sheets, 
headed  with  the  various  names  of  the  purchasers  of  tallow,  are  prepared, 
and  these  sheets  contain  an  abstract  of  the  tallow  received  during  the 
week.  The  names  of  the  consigners,  with  the  total  tallow  consigned  for 
the  week,  as  taken  from  the  "  Tallow  Ledger,"  are  entered  on  these  abstraots. 
These  abstracts  should  agree  with  the  weekly  totals  as  entered  in  the 
"  Receivers'  Books." 

These  abstracts  are  copied  into  a  tissue  book  in  order  that  an  additional 
record  and  check  may  be  kept  of  the  total  tallow  received  for  each 
purchaser. 

As  explained  later  on,  the  invoices  for  the  tallow  bought  are  written  up 
from  these  abstracts,  as  this  saves  the  necessity  of  having  the  Receivers' 
Books"  in  the  general  office  when  writing  out  the  invoices. 

IV.  Petty  Cash  Book 

This  book  contains  columns  for  cash  paid  away  on  account  of  "  Carri- 
ages and  dues,"  "Postages,"  "Bank  commissions,"  "Sundry  expenses." 
Many  of  these  charges  are  recoverable  from  the  consigners,  but  this  is 
referred  to  later  on. 

On  the  debit  side  the  cash  received  to  meet  these  charges  is  entered. 

So  far  the  internal  working  of  the  subsidiary  books  in  each  of  the  three 
departments  has  been  explained.  The  working  of  these  subsidiary  books 
into  the  books  of  account  proper  falls  now  to  be  shown. 

Books  of  Account 

The  books  of  account  proper  are : — 1.  Buyers'  Day  Book ;  2.  Buyers' 
Ledger ;  3.  Consigners'  Day  Book ;  4.  Consigners'  Ledger ;  5.  Cash  Book ; 
6.  General  Ledger. 

The  idea  in  taking  these  books  in  the  order  given  above  is  simply  for 
the  purpose  of  illustrating  more  clearly  the  working  of  the  subsidiary 
books  and  statements  into  these  books,  and  an  explanation  of  the  above 
books  is  now  given,  showing  their  relation  to  the  subsidiary  books  and 
statements. 

1.  Buyers'  Day  Book. — In  the  Buyers'  Day  Book  is  entered  the  price 
in  cash  of  the  tallow,  hides,  and  skins  bought  by  the  various  buyers.  The 
particulars  of  the  tallow,  hides,  and  skins  bought  are  entered  in  the 
invoices  sent  to  the  buyers,  and  these  invoices  are  press  copied  in  a 
Tissue  Book,  from  which  book  the  Buyers'  Day  Book  is  written  up.  The 
particulars  entered  up  on  the  invoices  are  obtained  from  the  subsidiary 
books  and  statements  as  follows : — 

Invoices  for  Hides  Bought. — These  invoices  are  written  up  from  the 
"  Hide  Sale  Book  "  (see  p.  254). 

Invoices  for  Skins  Bought. — The  Catalogue  of  Skins  is  written  up  from 
the  "  Skin  Class  Book  "  (see  p.  254),  and  the  prices  as  fixed  at  the  sale  are 
entered  in  the  Catalogue.  The  invoices  for  skins  are  then  written  up  from 
the  Catalogue. 

Invoices  for  Tallow  Bought. — These  invoices  are  written  up  from  the 
"  Weekly  Abstracts  "  (see  above),  and  the  prices  as  settled  at  sale  filled  in. 

The  totals  of  this  book  are  posted  to  the  debit  of  an  account  in  the 
General  Ledger  headed  "  Abstract  of  Buyers' "  account,  which  contains,  as 
the  name  implies,  an  abstract  of  all  the  transactions  relating  to  buyers.     The 

vol.  in  17 
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total  of  this  book  at  the  end  of  a  sale  day  should  agree  with  the  gross  con- 
signment column  in  the  Consigners'  Day  Book  explained  farther  on.  The 
individual  amounts  in  this  book  are  posted  to  the  debit  of  the  Buyers' 
Ledger. 

2.  Buyers9  Ledger. — The  amounts  entered  in  the  "  Buyers'  Day  Book  " 
are  posted  to  the  debit  of  the  buyers'  accounts  in  this  Ledger.  The  various 
amounts  of  cash  received  from  buyers  are  posted  to  the  credit  of  the  various 
buyers'  accounts. 

The  balances  in  this  Ledger  should  agree  with  the  balance  brought  out  in 
the  "  Abstract  of  Buyers' "  account  in  the  General  Ledger  referred  to  above. 

3.  Consigners'  Day  Book. — After  the  sale  notes  have  been  completed, 
they  are  press  copied  into  a  Tissue  Book,  and  from  this  Tissue  Book  the 
Consigners'  Day  Book  is  written.  These  "sale  notes"  contain  the  par- 
ticulars of  the  tallow,  hides,  and  skins  consigned  by  the  consigner,  and 
the  price  realised.  From  the  price  realised  is  deducted  commission  and 
various  other  charges  entered  up  from  the  Petty  Cash  Book.  The  par- 
ticulars entered  on  these  "sale  notes"  are  obtained  from  the  subsidiary 
books  and  statements  as  follows : — 

As  regards  Hides. — The  particulars  are  entered  up  from  the  "  Receiver's 
Book  (see  p.  252),  and  the  prices  are  entered  from  the  Catalogue. 

As  regards  Skins. — The  particulars  are  entered  up  from  the  "  Skin  Class 
Book  "  (see  p.  254),  and  the  prices  from  the  Catalogue. 

As  regards  Tallow. — The  particulars  are  entered  up  from  the  "  Weekly 
Abstracts  "  (see  p.  257),  and  priced  from  the  Tallow  Catalogue. 

When  the  "  sale  notes "  are  completed,  a  total  is  brought  out  which 
represents  the  amount  due  to  the  consigner,  and  in  most  cases  a  cheque  is 
sent  with  this  "  sale  note  "  after  it  has  been  copied  into  the  "  Tissue  Book." 
The  "  sale  notes  "  are  numbered  consecutively. 

The  Consigners'  Day  Book  is  then  written  up  from  the  Tissue  Book.  It 
contains  columns  for  the  name  of  the  consigner,  net  consignment,  commis- 
sion and  charges  recovered,  and  gross  consignment.  In  the  gross  consign- 
ment column  is  entered  the  total  consignment  without  any  deductions,  as 
shown  in  the  Sale  Note.  The  commission  and  charges  recovered,  as  shown 
in  the  Sale  Note,  are  entered  in  the  column  for  that  purpose,  and  the 
difference  between  the  gross  consignment  and  the  commission  and  charges 
recovered  is  entered  in  the  net  consignment  column.  The  amounts  in  the 
net  consignment  column  are  then  posted  to  the  credit  of  the  consigners  in 
the  Consigners'  Ledger. 

At  the  end  of  a  sale  these  columns  are  added  up,  and  the  gross  con- 
signment column  should  agree  with  the  total  for  the  corresponding  sale  in 
the  Buyers'  Day  Book.  The  amount  in  the  second  column  is  posted  to  the 
credit  of  a  "  Commission  and  Charges  recovered  "  account  in  the  General 
Ledger,  while  the  total  of  the  net  consignment  column  is  posted  to  the 
credit  of  an  account  in  the  General  Ledger  headed  "  Abstract  of  Consigners' 
Account." 

As  already  mentioned  when  treating  of  the  Buyers'  Day  Book,  the 
total  of  that  book  is  debited  in  the  General  Ledger  to  an  account  headed 
"  Abstract  of  Buyers'  Account."  The  Journal  entry  at  the  sale  day  would 
therefore  be — 

Abstract  of  Buyers'  account  .       Dr. 

To  Abstract  of  Consigners'  account 
To  Commission  and  Charges  recovered  account . 

4.  Consigners'  Ledger. — This  is  the  ordinary  form  of  Ledger  and  is 
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written  up  from  the  Consigners'  Day  Book  as  already  explained.  The  cash 
paid  to  consigners,  as  appearing  in  the  Cash  Book,  is  posted  to  the  debit  of 
the  accounts.  At  any  date  the  total  of  the  various  balances  on  these 
accounts  should  agree  with  the  balance  brought  out  on  the  account  in  the 
General  Ledger  headed  "  Abstract  of  Consigners1  Accounts." 

5.  Cash  Book. — The  best  form  of  Cash  Book  for  such  a  business  is  a 
columnar  one,  having  on  the  debit  side  money  columns  for  "  Buyers/1 "  Bank," 
"  Cash,"  and  on  the  credit  side  money  columns  for  "  Cash,"  "  Bank,"  "  Con- 
signers Charges,"  etc.  The  idea  of  having  columns  for  cash  received  from 
buyers  and  cash  paid  to  consigners,  is  in  order  that  the  totals  may  be  posted 
weekly  or  monthly  to  the  aggregate  accounts  in  the  General  Ledger,  which 
should  show  at  any  time  the  balance  due  by  buyers  and  the  balance  due  to 
consigners.  These  aggregate  accounts  consist  of  (1)  "  Abstract  of  Buyers' 
Accounts,"  and  (2)  "  Abstract  of  Consigners'  Accounts." 

In  such  a  business  as  this  the  consigners  usually  are  paid  by  cheque  the 
day  after  the  sale,  and  it  is  sometimes  considered  unnecessary  to  open 
Ledger  accounts  for  the  numerous  consigners.  Any  accounts  unpaid  are 
put  on  a  file,  and  when  they  are  paid  they  are  simply  entered  in  the  Cash 
Book  on  the  date  of  paying.  Should  the  books  be  brought  to  a  balance  for 
the  purpose  of  preparing  a  "  Profit  and  Loss  Account "  before  these  accounts 
are  paid,  these  unpaid  accounts  are  added  up  and  incorporated  in  the 
accounts. 

The  other  columns  in  the  Cash  Book  require  no  explanation,  and  their 
use  may  be  followed  out  in  going  over  the  model  set  of  transactions  which 
follows. 

Payments  of  sums  to  the  petty  cash  box  are  posted  from  the  Cash  Book 
into  the  General  Ledger  to  an  account  headed  "Petty  cash,"  and  the 
amounts  are  also  entered  on  the  debit  side  of  the  Petty  Cash  Book. 

6.  General  Ledger. — The  accounts  appearing  in  this  Ledger  are  those 
which  are  not  included  in  the  other  two  Ledgers,  such  as  Commission,  Kent, 
Charges,  Wages,  and  Capital  The  only  accounts  calling  for  special  attention 
are  the  following,  and  these  are  here  explained : — 

(a)  Abstract  of  Buyers'  Account. — This  is  an  aggregate  account,  and  is 
used  for  the  purpose  of  proving  the  Buyers'  Ledger.  At  the  debit  of  this 
account  there  appears  the  "  balance  due  by  buyers  at  the  beginning  of  the 
period."  During  any  period  there  will  also  be  posted  to  the  debit  of  this 
account  the  purchases  by  the  buyers  which  appear  in  the  "  Buyers'  Day 
Book"  (see  p.  257).  To  the  credit  of  this  account  appears  the  "Cash 
received  from  Buyers,"  as  appearing  in  the  column  for  that  purpose  in  the 
Cash  Book,  "  Allowances  to  Buyers,  and  "  Bad  Debts  written  off."  In  short, 
as  the  name  implies,  every  item  affecting  the  buyers'  accounts  in  the  Buyers' 
Ledger  appears  in  abstract  form  in  this  account.  It  will  thus  be  seen  that 
the  balance  of  this  account  must  agree  with  the  total  of  the  individual 
balances  taken  from  the  "  Buyers'  Ledger." 

(b)  Abstract  of  Consigners'  Accounts. — This  account  reconciles  with  the 
Consigners'  Ledger  in  a  similar  way  to  that  shown  in  the  case  of  the 
Abstract  of  Buyers'  Account  with  the  Buyers'  Ledger.  At  the  credit  of 
this  account  appears  the  "  balance  due  to  consigners  at  the  beginning  of 
the  period."  To  the  debit  of  this  account  is  posted  the  "cash  paid  to 
consigners "  as  appearing  in  the  "  Consigners' "  column  in  the  Cash  Book. 
To  the  credit  of  this  account,  as  already  mentioned,  there  is  posted  from 
the  Consigners'  Day  Book  the  totals  of  the  "  Net  Consignment "  column,  so 
that  the  balance  on  this  account  should  equal  the  total  of  the  balances  as 
taken  from  the  Consigners'  Ledger. 
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By  the  aid  of  these  two  accounts  above  referred  to,  the  Buyers'  and 
Consigners'  Ledgers  are  proved  separately  at  the  end  of  a  period,  and  any 
mistake  allocated  to  one  or  other  of  the  Ledgers. 

In  some  cases,  as  already  mentioned,  no  Consigners'  Ledger  or  Consigners' 
Day  Book  are  kept,  and  at  the  date  of  balancing,  for  the  purpose  of  prepar- 
ing a  Profit  end  Loss  Account,  the  unpaid  accounts  due  to  consigners  are 
taken  from  a  file  and  added  up.  An  account  is  kept  in  the  General  Ledger 
headed  "  Consigners'  Accounts,"  which  has  on  the  credit  side  the  amount 
due  to  consigners  at  the  beginning  of  the  period,  and  on  the  debit  the  cash 
paid  to  consigners  as  posted  from  the  Cash  Book.  There  is  also  placed  on 
the  debit  side  of  the  account  the  amount  due  to  consigners  at  the  balancing 
period  as  ascertained  from  the  list  of  unpaid  accounts.  The  difference  be- 
tween the  two  sides  of  the  account  after  these  entries  are  made  gives  the  net 
amount  of  consignments  for  the  period,  and  corresponds  to  the  total  of  the 
Net  Consignments'  column  in  the  Consigners'  Day  Book  when  such  a  book 
is  kept.  The  difference  so  found  is  credited  to  the  consigners'  account  in  the 
General  Ledger,  and  debited  to  Profit  and  Loss  Account  where  the  amount 
taken  over  by  buyers  for  the  period  appears  as  a  credit,  the  debit  for  which 
is  in  the  abstract  of  buyers'  account.  By  this  means  the  commission 
and  charges  recovered  are  ascertained  without  the  necessity  of  keeping  a 
Consigners'  Day  Book  showing  this. 

(c)  Petty  Cash  Account. — To  the  debit  of  this  account  is  posted  the 
amount  of  cash  handed  over  to  the  petty  cash  box,  and  on  the  credit  side 
appears  a  summary  of  the  petty  cash  paid  away  on  account  of  the  various 
charges,  for  which  there  are  columns  in  the  Petty  Cash  Book.  The  summary 
on  the  credit  side  is  posted  to  the  debit  of  the  Profit  and  Loss  Account ;  and 
when  the  Petty  Cash  Account  is  fully  written  up,  it  is  evident  that  the 
balance  represents  the  petty  cash  on  hand  and  should  agree  with  the  balance 
in  the  Petty  Cash  Book. 


Set  of  Transactions  Recorded  in  the  Different  Books 

There  is  now  submitted  forms  of  the  different  books  of  account  proper, 
and  a  few  transactions  have  been  inserted  for  purposes  of  illustration. 

The  Balance-Sheet  of  the  Company,  as  at  1st  January  1903,  was  as 
follows : — 

The  Side,  Skin,  and  Tallow  Company,  Limited 
Balance-Sheet  as  at  1st  January  1903 


Liabilities. 

Assets. 

£    *.    d.  ! 

£    «.   <L 

I.  Due  to  Consigners    . 

88    7    9' 

I.  Buildings  and  Plant 

800    0    0 

II.  Office  Furniture 

30    0    0 

III.  Due  by  Buyers 

187  13  10 

II.  Due  to  Shareholders  : — 

IV.  Cash  on  hand  and  in 

Capital,  1000  Shares 

Bank:—                   £     «.   d. 

of  £1   each  fully    £      b.  d. 

On  hand       .        .    100    0    0 

paid    .                 .  1000    0    0 

i 

Petty  Cash  on  hand       4    3    2 

Undivided  profit    .    283    9    3 

In  Bank                .    200    0    0 

1283    9    3 

304    3    2 

1821  17    0 

1321  17    O 

-             -  ■          '         — 
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Goods  having  been  consigned  and  entered  in  the  subsidiary  books  as 
already  explained,  the  sale  notes  are  written  out  and  press  copied  in  a 
Tissue  Book.     The  following  is  an  example  of  a  Sale  Note : — 


Sale  Note 


Slaughter  Houses. 


190 


Sold  for  Thomas  Johnston  by  The  Hide,  Skin,  and  Tallow  Market 

Company,  Limited. 

All  Accounts  close  on  Fridays. 


Spec  ial 


18 
44 
21 
32 
10 
19 


Horned,  84,  81 165 

68 

i  Polled,  72 

1               93      ....        . 
Black  Polled,*  76    ".        .        .        !        ! 
Cow,  58 


H.B.  Hoggs  . 

X  „  . 
H.B.  Wethers 
B.F.         ,, 

Pelts  . 
B.F.  „   .        . 


Calf  (Sound),  10 


Carriage 


Cwts.   qrs.    lbs. 


Beef  Tallow . 
Mutton  ,,  . 
Shop       ,,     . 


3 

3 

i>5 

1 

3 

17 

4 

0 

2 

Commission,  Dues,  etc.  . 


4 
8 
10 
3 
4 
5 


34 


4| 
4 

4ft 
4ft 

4| 
3i 


6/8 
5/9 
5/2 
4/6 
2/5 
2/2 


£     5.  rf. 

3     5  4 

12  8 

17  9 

1  15  10 

1  10  1 

0  16  11 


16  8 
2  6  0 
2  11  8 
0  13  6 
0  9  8 
0  10  10 


7 

21/6 
20/6 
17/J 

0  5 

4     5 

1  19 
3     9 

10 

5 
0 
4 

27  16 
0  14 

6 
6 

27     2 

0 

From  these  sale  notes  the  cheques  are  written  out ;  but  if  payment  is 
not  to  be  made  at  once,  the  Sale  Note  is  put  on  a  file  until  the  amount  is  paid. 
In  the  transactions  given  it  has  been  assumed  that  there  have  only  been 
twenty-two  transactions,  and  if  reference  is  made  to  the  Cash  Book,  it  will 
be  observed  that  there  is  a  column  showing  the  number  of  the  sale  note 
paid.  The  Cash  Book  referred  to  with  the  transactions  for  the  half-year  is 
as  follows : — 
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Cash 


Other 
Receipts. 

1 

Number 

Number 

Folio. 

Buyers. 

Bank. 

Cash. 

Date. 

of 
Account. 

of 
Cheque. 

£         s.     (I. 

1 
2 
3 

£         8.    d 

113     4     2 
14     6     2 
60     3     6 

£         8.    d. 
200    0    0 

187  13  10 

£        s.    d. 
100     0     0 

1903. 
Jan.    1 
10 

1 

2 

983 

3 

115 
116 

117 

1 

194    3     6 

194    3    6 

24 
Feb.  7 

5 

987 

6 

7 

118 
119 
120 

i 
i 

121 

2 

9    6     4 

\ 

i 

3 

38    4     3 

47  10    7 

March  9 

April  29 

May  4 

9 
10 

13 
14 
15 
17 
18 
19 

122 

123 

124 

125 
126 

127 
128 
129 

200    0    0 

15 

7 

0  15     0 

16 

200  15    0 

4 

200    0    0  !  200    0    0 

16 

4 

8 

130 

i 

11 

131 

i 

12 

132 

19 

16 

133 

June  13 

21 

134 

i 

30 

200  15     0 

629    7  11    1030    2  11 

1 

100     0     0 

1 

(G.L.  7) 
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Book 


Folio  68 


: 

Cash. 

Bank. 

Consigners 
Net. 

£    s.     d. 

Wages. 

Folio. 

Expenses. 

Other 
Payments. 

£    a.    d. 

£        ,. 

tl. 

£     8.     d 

£ 

s. 

d. 

£       s.  d. 

To  Balances 

,,  John  Davie 

,,   R.  Fraser 

,,  R.  Adams 

By  H.  Binnie 

36    0 

0 

36    0    0 

2 

,,   C.  Wilson 

108    5 

0 

108   5   0 

9 

,,    D.  Aitken 

4   0    9 

4    0    9 

1 

'  ,,   R.  Shaw 

24     8 

3 

24    8   3 

7 

„    Petty  Cash 

5   0   0 

10 

5     0     0 

„   Wages 

519   0 

519   0 

,,   Travelling  Expenses 

17    0 

5 

1 

7 

0 

To  John  Davie 

By  H.  Binnie 

3     0 

0 

8   0   0 

2 

i  ,,   D.  Munro 

34    7 

0 

34    7    0 

6 

i  „   C.  Wilson 

22    2 

8 

22    2    8 

9 

,  ,,    R.  Shaw 

110 

110 

7 

„    Wages 

519   0 

519   0 

,,   Repairs 
To  R.  Fraser 

2    4 

2 

4 

2 

4 

2 

,,  R.  Adams 

By  Placed  on  Deposit 

200    0 

0 

15 

200     0     0 

Receipt 

,,   C.  Wilson 

122    5 

2 

122   5    2 

9 

,,   D.  Munro 

27  16 

4 

2716    4 

6 

„   Petty  Cash 

10   0   0 

10 

10     0     0 

,,    R.  Shaw 

75    3 

0 

75   3   0 

7 

,,   D.  Aitken 

19    1 

1 

19   1    1 

1 

„   C.  Wilson 

14  10 

0 

14  10   0 

9 

i 

,,   D.  Aitken 

13     0 

11 

13   011 

•1 

1  „   C.  Wilson 

17     1 

2 

17    1    2 

9 

,,   R.  Shaw 

014    9 

014    9 

7 

To  Deposit  Receipt  up- 
lifted 

,,  Interest 

,,  R.  Steele 

By  J.  Ross 

1    8   4 

18    4 

8 

1 

,,    R.  Baxter 

17    0 

0 

17    0   0 

3 

„   J.  Menzies 

42    6 

5 

42   6    5 

5 

,,    F.  Meek 

42    1 

2 

42    1    2 

4 

1  „   C.  Wilson 

31  14 

0 

3114    0 

,    ft             »i 

44     0 

0 

44    0    0 

I 

\  „   Wages  to  date 

13    1    2 

13    1    2 

i  ,,   Travelling  Expenses 

2    10 

5 

2 

1 

0 

,,   Salt  Account 

4    0   0 

6 

4 

0 

0 

,,    Balances 

45    8   0 

133  16 

7 

100   0   0 

1030    2 

11 

701    7    0 

2419   2 

9 

12 

2   215    0    0 

(G.L.  8)    (G.L.  9) 
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As  already  explained,  the  invoices  for  the  goods  purchased  are  entered 
up  from  the  Weekly  Abstracts,  Hide  Sale  Book,  and  Skin  Catalogue. 
The  invoices  are  then  booked  in  Tissue  Book,  and  the  Buyer's  Day  Book 
now  submitted  is  written  up  from  this  Tissue  Book.  The  Buyer's  Day 
Book  should  be  added  up  at  the  end  of  each  sale  day,  and  reconciled 
with  the  Gross  Consignment  column  in  the  Consigners'  Day  Book,  the  total 
thereafter  being  posted  to  the  abstract  of  buyers'  account  in  the  General 
Ledger.  In  the  example  given,  the  Buyers'  Day  Book  and  Consigners'  Day 
Book  are  reconciled  monthly. 


Buyers'  Day  Book  (Folio  47) 


Date 

. 

Name  of  Buyer. 

Skins. 

Hides. 

Weight  of  Tallow. 

Folio. 

Amount.       j 

1901 
Jan. 

Feb. 
Mar. 
April 

May 
June 

9 
6 

7 

4 
25 

2 
30 

6 
27 

John  Davie 

R.  Fraser 
R.  Adams 

A.  Welsh 
R.  Steele 

John  Davie 
R.  Fraser 
John  Elliot 

A.  Welsh 
R.  Adams 

John  Elliot 
John  Davie 

Cwt.     qr. 
Ill       3 

lb. 
6 

1 

£       t.    d.  I 

194     3     6 

(G.L.  7) 

194     3     6 

50 

5       0 

0 

2 
3 

9     6     4 
38     4     3 

1000 

50 

5       0 

0 

(G.L.  7) 

47  10    7 

21       0 

3 

6 
4 

39    2    3 
212    6     2 

1000 

40 
120 

21       0 

3 

(G.L.  7) 

251     8     5 

9       0 

0 

1 
2 
5 

40     1     6 
16     3     6 
94     6     2 

160 

9       0 

0 

(G.L.  7) 

6 
3 

150  11     2 

150 
130 

280 

- 

200 

33     4     3 
30     4     2 

(G.L.  7) 

63     8     5 

39       0 

6 

5 
1 

50     2     3 
84     5     3 

200     1 

39       0 

6 

(G.L.  7) 

134     7     6 

The  Buyers'  Ledger  now  submitted  is  in  the  form  of  an  ordinary  Ledger, 
and  is  written  up  from  the  Cash  Book  and  Buyers'  Day  Book. 


Buyers'  Ledger 
John  Davie 


1. 


1903 
Jan.     1 

9 
April   4 

June  27 

To  Balance    .     . 
,,  Goods, 
it      uo.  . 
, ,     Do.  . 

To  Balance   .     . 

47 

n 
ii 

£      s.   d. 

113     4     2 

194     3     6 

40     1     6 

84     5     3 

1903 
Jan.   10 
24 
June  30 

By  Cash  .     .     . 
,,     Do.  . 
„  Balance  .     . 

1 
68  , 
ii 

1 

£      s.  d. 
113     4     2 
194     3     6 
124     6     9 

481  14     5 
124     6     9 

431  14     5 

July     1 
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R.  Frassr 


2. 


1903 
Jan.     1 
Feb.     6 
April  4 


July    1 


To  Balance   . 
,,  Goods.     . 
Do.  .     . 


*» 


To  Balance  . 


47 


t» 


1903 
Jan.   10 
Feb.     7 
June  30 


By  Cash  .     . 
,,     Do.   . 
,,  Balance  . 


68 


»» 


£     *. 

14    6 

9    6 

16    3 

2 
4 
6 

39  16 

0 

R.  Adams 


3. 


1903 
Jan.     8 
Feb.     6 
May  30 


July    1 


To  Balance  . 
,,  Goods.  . 
,,     Do.    . 


To  Balance   . 


47 


»» 


£ 

*. 

d. 

1903 

60 

3 

6 

Jan.   10 

38 

4 

3 

Feb.     7 

30 

4 

2 

June  30 

128 

11 

11 

30 

4 

i 

2  : 

i 

1 

By  Cash  . 
,,     Do.  .     . 
„  Balance  . 


•  • 


68 


»» 


£  8.  d. 

60  3     6 

38  4     3 

30  4     2 


128  11  11 


R.  Steele 


4. 


1903 
Mar.    7 

To  Goods .     .     . 
To  Balance  .     . 

47 

£      8.    d. 
212    6     2 

1903 
May    7 
June  30 

i 

By  Cash  .     .     . 
„  Balance  .     . 

68 

£      8.  d. 

200    0    0 

12    6    2 

July    1 

212    6     2 
12    6    2 

212    6    2 

John  Elliot 


1903 
Apr.  25 
June    6 

To  Goods .     .     . 
},     Do.    .          . 

To  Balance   .     . 

47 

£    s.   d. 
94    6    2 
50    2    3 

1903 
June  30 

By  Balance  .     . 

144    8     5 

July    1 

144     8    5 

i 

i 

i 
1 

5. 


£      8.  d. 
144    8    5 


144     8     5 


A  Welsh 


6. 


1903 
Mar.    7 
May    2 

To  Goods .    .     . 
„     Do.  . 

To  Balance   .     . 

47 

£     8.   d. 
39    2     3 
83    4     3 

1903 
June  80 

By  Balance  .     . 

£     5.  d. 
72    6    6 

72    6     6 

72    6     6 

July    1 

72    6    6 

The  Sale  Notes  having  been  press  copied  into  a  Tissue  Book,  the 
particulars  of  these  Sale  Notes  are  transferred  to  the  Consigners1  Day  Book, 
which  is  in  the  following  form : — 
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Consigners?  Day  Book  (Fol.  63) 


1 

*-   JS. 

°S 

Date. 

Name 
of  Consigner. 

Folia 

Net  Consignment. 

Commission  and       1        Gross 
Charges  Recovered.      Consignment. 

£ 

*. 

d. 

fcaS 

£     8. 

d.                             £      8. 

d. 

Jan.     9 

H.  Binnie 

2 

36 

0 

0 

8     2 

3                 I     44    2 

3 

1 

C.  Wilson 

9 

108 

5 

0 

10     2 

8                 ;  118    7 

8 

2 

R.  Shaw 

7 

24 

8 

3 

5  15 

0                 ;    30    3 

3 

3 

J.  Ross 

8 

1 

8 

4 

0     2 

0                 |      1  10 

4 

4 

170 

1 

7  (G.L.  8) 

24     1 

11  (G.L.  9)  j  194    3 

6 

Feb.     6 

H.  Binnie 

2 

3 

0 

0 

0     3 

1 

3    3 

1 

5 

C.  Wilson 

9 

22 

2 

8 

3     4 

0 

25     6 

8 

6 

R.  Shaw 

7 

1 

1 

0 

0     1 

6 

1     2 

6 

7 

Mar.  7. 

R.  Baxter 
C.  Wilson 

•    3 
9 

17 

0 

0 

0  18 

4 

17  18 

4 

8 
9 

43 

3 
5 

8  (G.L.  8) 
2 

4     6 

11  (G.L.  9) 

47  10 
130    8 

7 

4 

122 

8     3 

2 

D.  Munro 

6 

27 

16 

4 

2    6 

0 

30    2 

4 

10 

J.  Menzies 

5 

42 

6 

5 

3     4 

2 

45  10 

7 

11 

April  4 

F.  Meek 
R.  Shaw 

4 

7 

42 

1 

2 

3     6 

0 

45     7 

2 

12 
13 

234 
75 

9 
3 

1  (G.L.  8) 
0 

16  19 
5     1 

4  (G.L.  9) 
6 

251     8 

5 

80    4 

6 

to 

I).  Aitken 

1 

19 

1 

1 

1     1 

1 

20    2 

2 

14 

April  25 

C.  Wilson 

9 

14 

10 

0 

0  16 

4 

15    6 

4 

'     15 

May     2 

Do. 
D.  Aitken 

9 

1 

31 

14 

0 

3     4 

2 

34  18 

2 

16 

140 
13 

8 
0 

1  (G.L.  8) 
11 

10     3 
1     1 

1  (G.L.  9) 

150  11 
14     2 

2 
1 

'    17 

2 

to 

C.  Wilson 

9 

17 

1 

2 

1     3 

1 

18    4 

3 

18 

May  30 

R.  Shaw 

7 

0 

14 

9 

0     3 

2 

0  17 

11 

19 

June    6 

J.  Ross 
C.  Wilson 

8 
9 

28 

4 

0 

2    0 

2 

80    4 

2 

.     20 

59 

0 

10  (G.L.  8) 

4     7 
6    2 

7  (G.L.  9) 
3 

63     8 

5 

i 

44 

0 

0 

50    2 

3 

i 

i     21 

to 

R.  Baxter 

3 

78 

1 

2 

6     4 

1 

84    5 

3 

'     22 

•Tun a  27 

122 

1 

2  (G.L.  8) 

12     6 

4  (G.L.  9) 

134     7 

6 

The  items  in  the  Net  Consignment  column  in  the  above  book  are  posted 
to  the  Consigners'  Ledger  shown  below,  while  the  totals  of  the  Net  Con- 
signment column  are  credited  to  the  "  Abstract  of  the  Consigners'  Account " 
in  the  General  Ledger,  and  the  totals  of  the  "Commission  and  Charges 
Secovered  "  column  are  posted  to  an  account  in  the  General  Ledger  headed 
with  that  heading. 


Consigners*  Ledger 
D.  Aitken 


1903 

Jan.   10  To  Cash 

April  27  |  .,     Do. 

May    4  ,,     Do. 


•  1 

•  t 

'  68  | 

>»    , 
»» 

£    8,   d.  \ 
4     0    9  | 
19     1     1 
13    0  11 

1903 
Jan.     1 
April  25 
May    2 

By  Balance  .     . 
,,  Consignment 
Do. 

63 

£    8.  d. 

4  0  9 
19  1  1 
13    0  11 

36     2    9 

, 

86     2     H 
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2. 

1903 
Jan.    10 
Feb.     7 

To  Cash   .     . 
„     Do.  . 

.      68 
ti 

1 

£    s.  d. 

36    0    0 

3    0    0 

1903 
Jan.     9 

Feb.     6 

i 

By  Consignment 
„         Do. 

63 

£     8.  d. 

36    0    0 

3     0    0 

39    0    0 

i 

39    0    0 

R.  Baxter 


3. 


1903 
May  16 
June  30 


To  Cash   .     . 
,,  Balance   . 


1903     I 
May  16  ;  To  Cash   . 


1903 
May  16    To  Cash    . 


68 


£  s.  d. 

17  0  0 

78  1  2 

95  1  2 


1903 
Feb.     6     By  Consignment     63 
June  27       ,,         Do. 


i) 


a 


July    1     By  Balance 


£ 

17 

78 

8.  d. 

0  0 

1  2 

95 

1     2 

F.  Meek 


68 


£    s.   d. 
42     1     2 


1903 
Mar.  7. 


By  Consignment     63 


J.  Menzies 


68 


£     8.    d. 
42    6     5 


1903 
Mar.    7 


By  Consignment     68 


J.  Boss 


78    1    2 


4. 


£     8.  d. 
42     1     2 

5. 


£    8.  d. 
42    6     5 


D.  Munro 

6. 

1903 
Feb.     7 
Mar.     9 

To  Cash    .     .     . 
,,    Do. 

68 
n 

£     s.    d.  1 

34    7    o  ; 

27  16     4 

1903 
Jan.     1 
Mar.    7 

By  Balance  .     . 
,,   Consignment 

63 

£    s.  d. 
34     7     0 
27  16    4 

62     3     4  j 

62    3     4 

R  Shaw 

7. 

1903 
Jan.    10 
Feb.     7 
April  27 
May     4 

To  Cash     .     .     . 
,,    Do. 
,,    Do. 
,,    Do. 

68 
tt 

tt 
it 

£    «.   d. 
24     8     3 

1     1     0  j 
75     3     0 

0  14     9  i 

1903 
Jan.     9 
Feb.     6 
April  25 
May    2 

By  Consignment 
„          Do. 
„           Do. 
„           Do. 

63 

it 

a 
ti 

£     8.  d. 

24     8    3 

110 

75    8     0 

14     9 

101     7     0  | 

101     7     0 

8. 


1903 
May   16    To  Cash 


Jane  30 


„  Balance 


68 


it 


£    8.  d. 

18  4 

28  4  0 

29  12  4 


1903 
Jan.     9 
May  30 


,  July    1 
C.   WlMON 


By  Consignment 
Do. 


i> 


By  Balance  . 


63 


£    8.  d. 

1     8     4 
28     4     0 


29  12     4 


28     4     0 
9. 


1903 

£       3. 

d. 

1903 

£      8.  d. 

Jan.  10 

To  Cash  .     .     . 

68 

108    5 

0  1 

Jan.     9 

By  Consignment 

63 

108    5     0 

Feb.     7 

„    Do. 

a 

22    2 

8 

Feb.     6 

„          Do. 

ii 

22    2    8 

Mar.    9 

it    Do. 

it 

122    5 

2 

Mar.    7 

Do. 

ii 

122    5    2 

April  27 
May    4 

„    Do.    . 

91 

14  10 

0 

April  25 

ii          Do. 

ii 

14  10    0 

„    Do.    . 

11 

17     1 

2  , 

i>          Do. 

ii 

31  14     0 

19 

„    Do.    . 

11 

31  14 

0  1 

May     2 

„          Do. 

ii 

17     1     2 

June  13  i 

i 

„    Do.    . 

11 

1 

44     0 

0 

June    6 

ii          Do. 

ii 

44    0    0 

i 

_859  18 

0 

359  18     0 
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The  working  of  the  Petty  Cash  Book  has  already  been  alluded  to,  and 
the  form  is  now  submitted  showing  a  few  transactions.  The  Petty  Cash 
Book  is  required  when  the  sale  notes  are  being  written  up  to  ascertain  the 

Petty 


Hides. 


23 


Skins. 


12 


Tallow. 


21     3     2 


2     3     4 


Cash. 


&     s.    d. 
4     3     2 


5    0    0 


10    0    0 


19    3     2 


1903 
Jan.    1 
4 


10 
31 


Mar.    9 

May    4 
June  30 


To 
By 

!> 
11 
11 

11 

To 

By 

11 
If 
1* 
11 
11 

To 
By 

1 1 
11 
li 
11 
11 
11 
11 
11 


I 


Balance    . 

Carriages  (Wilson)  . 
(Shaw)     . 
Postages  . 

Commission  on  cheques 
Sundries  . 
Cash 
Dues 

Carriages  (Aitken)   . 
(Wilson)  . 
Postages  . 

Commission  on  cheque 
Sundries  . 
Cash 

Carriages  (Wilson)  . 
(Shaw)      . 

,,         (Munro)   . 

,,         (Aitken)  . 

,,         (Wilson)  . 

,,         (Meuzies) 
Postages  . 
Sundries  . 
Balance    . 


A  General  Ledger  is  kept  and  is  written  up  from  the  Cash  Book,  Buyers' 
and  Consigners'  Day  Books,  and  Petty  Cash  Book,  bo  far  as  the  transactions 
for  the  half-year  are  concerned.  It  will  be  observed  that  the  Ledger  is  so 
written  up  that,  with  the  amount  of  cash  on  hand  and  cash  in  Bank,  a  Trial 
Balance  can  be  taken  at  any  time  without  referring  to  the  other  books.  The 
Petty  Cash  Account  may  be  written  up  weekly,  and  must  agree  with  the 
balance  shown  in  the  Petty  Cash  Book.  The  Abstract  of  Buyers'  Accounts 
and  Abstract  of  Consigners'  Accounts  can  be  reconciled  at  any  time  with  the 
Buyers'  and  Consigners'  Ledgers  so  as  to  prove  the  posting  of  these  Ledgers. 

The  following  is  the  General  Ledger  with  the  accounts  written  up  to 
30th  June  1903,  together  with  a  Balance-Sheet  as  at  that  date. 


General 

Ledger 

Capital                                                      1. 

i 
I 

i 
i 

1903 
Jan.      1 

By  Balance  .     . 

£      s.  d. 
1000    0    0 

Buildings  and  Plant                                         2. 

1903 
Jan.     1 

i 
To  Balance    .     .  1 

£     s.    d. 
800    0    0 

I 

i 

Office  Furniture                                           3. 

1903 
Jan.     1 

To  Balance    .     . 

£     s.    d. 
30     0     0 
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outlays  which  should  be  deducted.     The  name  of  the  consigner  is  inserted 
after  the  transactions  relating  to  consignments. 


Cash  Book 


Cash. 


Carriage*,  Dues,  etc. 


£    s.  (L 

2     12 

0     8  4 

0  10  0 

0    4  6 

0    2  0 

0  11  10 

0    2  0 

2 

5 

1 

3 


£  «.    <r. 

2     12 
0     8     4 


5 
0 
0 
0 


6 
0 
0 
2 


3  16 

1  2    3 

0  6     8 

0  10    2 

1  3 
0  3 
0  10 
0  5 

2  9 


19    3     2 


0  11  10 
0  2  0 
5     2    6 


3     16 

12  3 
0  6  8 
0  10    2 

13  1 
0    3    2 


Postages. 


£     8.     d. 


0  10     0 


Bank  Charges. 


£     «.     d. 


0     5     0 


14  12     8 


0     4     6 


0     10 


0  10     0 


Sundry  Expenses. 


£     s.     d. 


0     2     0 


0    3     2 


1     5     0 


0     5     6 


0    5    6 


0  10    8 


Repairs 


4. 


1903 
Feb.  7  I  To  Cash   . 


68 


£    8.    d.\      1903     I 

2    4    2  ,|  June  30  !  By  Profit  and  Loss    18 


£    8.    d. 
2    4    2 


Travelling 

\  Expenses 

5. 

1903 
Jan.   10 
June  80 

To  Cash   .     .     . 
,,     Do.    . 

68 
*» 

£    5.   d. 

1  7    0 

2  1    0  ' 

1903 
June  30 

By  Profit  and  Loss 

18 

£    8.    d. 
3     8    0 

3    8    0 

3     8    0 

Salt 


6. 


1903     ' 
June  30     To  Cash 


68 


£    8.    d.\      1903 
4    0    0  1  June  30 


By  Profit  and  Loss 


18 


£    8.    d. 
4     0    0 


Abstract  op  Buyers1  Accounts 

7. 

1903 
Jan.     1 
9 

Feb.     6 
Mar.    7 
Apr.  25 
May  30 
June  27 

To  Balance 

,,  Sales     per 

Buyere'Day 

Book  . 
„  Do. 
„  Do. 
.,  Do. 
„  Do. 
Do. 

47 
»» 

ii 

£      8.    d.  \ 
187  13  10 

194     3    6 

47  10    7  i 
251    8    ft 
150  11    2 

63    8    5 
134    7     6  ' 

1903 
June  30 

By  Cash    . 
,,    Balance 

68 

£     s.    d. 
629    7  11 
399  15    6 

1029    3     5 

1029    3    5 

July    1 

To  Balance        .  i 

399  15    6 
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Abstract  of  Consigners'  Accounts 


8. 


1903 

£ 

s.    d. 

1903 

£      9.    d. 

June  30 

To  Cash     . 

68 

701 

7    0 

Jan.     1 

By  Balance 

38     7     9 

,,    Balance 

106 

5     2 

9 

,,   Net  consign- 
ments    per 
Consigners' 
Day  Book  . 

„          Do. 

63 

170     1     7 

Feb.     6 

43    3     8 

Mar.    7 

Do. 

234     9     1 

Apr.  25 

Do. 

140    8     1 

May  30 

,,          Do. 

59    0  10 

June  27 
July     1 

Do. 

By  Balance 

122     1     2 

807  12     2 

807 

12    2 

106     5     2 

COMME 

5SION 

and  Charges  Recovered 

9. 

1903 

£ 

«.    d. 

1903 

£     s.    d. 

June  30 

To  Profit  and  Los* 

18 

72 

5    2 

i 

Jan.     9 

Feb.     6 
Mar.    7 

By  Commission, 
etc.  per  Con- 
signers' Day 
Book  . 
Do. 

„          Do. 

63 

24     1  11 

4     6  11 

16  19     4 

Apr.  25 

,,         Do.               ,, 

10    3     1 

May  30 

„          Do.               „ 

4    7     7 

June  27 

Do. 

i 

1 

12    6     4 

72 

5     2 

72     5     2 

Wages 

10. 

1903 

£ 

5.    d. 

1903 

£     *.    d. 

June  30 

To  Wages . 

68 

24 

19     2 

1  June  30 

By  Profit  and  Loss 

18 

24  19     2 

Petty  Cash 

11. 

1903 

£ 

s.   d. 

1903 

£     8.    d. 

Jan.     1 

To  Balance 

4 

3    2 

June  30 

By  Carriages 

12 

14  12     8 

10 

„  Cash 

68 

5 

0    0 

,,    Postages 

,,    Bank  Charges 

,,   Sundry     Ex- 

13 

15     0 

Mar.    9 

,,     Do. 

>  j 

10 

0    0 

14 

0    5     6 

penses 

15 

0  10     8 

, ,    Balance 

2     9     4 

19 

3     2 

19     3     2 

July     1 

To  Balance 

2 

i 

9     4 

Carriages 

12. 

1903 

£ 

s.    d. 

1903 

£    8.    d. 

June  30 

To  Petty  Cash  . 

10 

14 

12     8 

June  30 

By  Profit  and  Loss 

18 

14  12     8 

Post 

'AGES 

13. 

1903 

£ 

5     d 

1903 

£    s.    d. 

June  30 

To  Petty  Cash  . 

10 

1 

5     0 

June  30 

By  Profit  and  Loss 

18 

15     0 
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Bank  Charges 


14. 


1903 
Jane  30  \  To  Petty  Cash  . 


10 


£    5.    d. 
0    5    6 


1908     ! 
June  30  '  By  Profit  and  Loss    1 8 


£    s.    d. 
0    5    6 


Sundry  Expenses 


15. 


1903 
June  30 


1903 
Feb.     7 


To  Petty  Cash  . 


To  Cash 


10 


£    8.    d. 


19  3 


0  10    8  il  June  30    By  Profit  and  Loss 


Deposit  Receipt  Account 


1903     i 

May    7  !  By  Cash 


Interest 


1903 
June  30    To  Profit  and  Loss,  18 


£   s.    d 
0  15    0 


1903 
May    7 


By  Cash 


18 


68 


£    s.    d, 
0  10    8 


.  »  68 


16. 

8 

£ 

d. 

200 

0 

9 

17. 

£ 

8. 

d. 

0 

15 

_0 

Profit  and  Lews  Account 


18. 


1903 
June  30 


To  Repairs 
,,   Travelling 
Expenses 

Salt 

Wages . 

Carriages 

Postages 

BankCharges 

Sundry    Ex- 
penses 

Balance 


5 
6 
10 
12 
13 
14 

15 


£     8.    d. 
2     4     2 


8  8 

0 

4  0 

0 

24  19 

2 

14  12 

8 

1  5 

0 

0  5 

6 

0  10 

8 

305  4 

3  l 

356  9 

5 

1 

1903 
Jan.     1 
June  30 


By  Balance 

,,    Commission 
and  charges 
recovered  . 

. ,   Interest 


July    1  ,  By  Balance 


i 


9 
17 


£     s.    d. 
283     9     3 


72    5     2 
0  15     0 


356     9    5 


305     4    3 


BALANCE-SHEET  as  at  30th  JUNE  1903 
Liabilities.  Assets. 


I.  Due  to  Consigners 
II.  Due  to  Shareholders  : — 

Capital        .  £1000    0    0 
Undivided 
Profit  305    4    3 


£     5.    d. 
106    5    2 


1305    4    3 


1.  Buildings  and  Plant 
II.  Office  Furniture 

III.  Due  by  Buyers 

IV.  Cash    on    hand    and    in 

Bank  : — 
On  hand      .  £45    8    0 
Petty    cash 
on  hand    .      2    9    4 
In  Bank      .  133  16    7 


1411     9    5  i. 


£      s.  d. 

800    0  0 

30    0  0 

399  15  6 


181  13  11 


1411     9    5 


HI  tide  Palmer's  Act.— The  Act  known  by  this  name  (32  & 
33  Vict.  c.  46)  enacts  that,  in  the  administration  of  the  estates  of  a  person 
dying  after  1869,  there  shall  be  no  priority  of  specialty  debts  over  simple 
contract  debts,  but  that  all  creditors  shall  be  treated  as  standing  in  equal 
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degree.  This,  however,  does  not  affect  any  security  or  lien  a  creditor  may 
have,  and  the  statute  does  not  take  away  the  priority  over  other  creditors 
of  a  judgment  creditor  who  has  obtained  judgment  against  the  executor 
before  a  decree  is  made  for  administration  by  the  Court,  nor  the  executor's 
right  of  retainer.  The  statute  has  not  altered  the  right  of  retainer  so  as 
to  enable  the  executor,  where  there  are  specialty  debts  unpaid,  to  retain 
the  amount  of  a  simple  contract  debt  as  against  these.  In  such  a  case  the 
assets  are  first  applied  rateably  between  the  specialty  and  simple  contract 
debts,  and  the  specialty  debts  are  then  satisfied  to  the  extent  of  their 
allotted  portions,  while  the  dividends  applicable  to  the  simple  contract 
debts  can  be  retained  by  the  executor  in  respect  of  his  simple  contract 
debt. 

Hire  is  the  term  used  to  express  the  remuneration  for  the  use  of 
services  or  moveable  things,  with  the  exception  of  money,  for  which  the 
term  interest  is  the  equivalent  expression.  In  the  case  of  land  the  term 
rent  is  used.  In  the  case  of  the  hire  of  things  the  hirer  acquires  no  pro- 
prietary right  over  them  except  that  he  is  entitled  to  use  them  for  the 
purposes  for  which  they  were  hired,  and  they  must  be  returned  in  a  proper 
condition. 


Hire  Purchase  Agreements. 
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2.  By  Hire  Purchaser 

(i.)  As  Goods  Acquired  by  In- 
stalments 

(ii.)  As    Purchase    at    Cash 
Price    .... 
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I.  Definition,  etc. — The  acquiring  of  goods  under  hire  purchase  agree- 
ments is  coming  more  and  more  into  vogue.  Not  only  is  this  seen  in  the 
number  of  concerns  dealing  in  bicycles,  pianos,  sewing-machines,  and  other 
household  goods  under  this  system,  but  also  in  the  increasing  number  of 
factories  and  other  works  which  now  obtain  their  waggons,  plant,  machinery, 
etc.,  in  this  way. 

A  hire  purchase  agreement  is  a  contract  whereby  a  manufacturer  or 
merchant  agrees  to  allow  another  person  (the  hirer)  to  have  the  use  of  a 
certain  article  (or  articles)  in  consideration  of  the  payment  by  the  hirer  of 
a  certain  sum  of  money  spread  over  an  agreed  period  in  a  fixed  number 
of  instalments.  It  is  also  provided  that  on  payment  of  such  amount,  and  at 
the  end  of  the  period  named,  the  goods  hired  shall  become  the  property  of  the 
hirer.  The  hirer  may  at  any  time  return  the  goods  on  payment  of  the  pro- 
portion of  hire  due,  and  on  the  other  hand,  the  manufacturer  (or  merchant) 
may  resume  possession  of  the  goods,  and  terminate  the  agreement  on  the 
hirer  making  default  in  the  payment  of  any  of  the  instalments. 

There  is  a  form  of  contract  very  similar  to  this  in  some  respects,  but 
which,  at  the  same  time,  is  distinctly  different  in  its  bearing  on  the  liability 
of  the  hirer.  Such  an  agreement  is  better  described  as  a  "Purchase 
Agreement"  rather  than  a  "Hire  Purchase  Agreement."  The  main 
difference  is  that  under  the  "  Purchase  Agreement "  the  hirer  is  bound  to  pay 
the  whole  of  the  agreed  instalments,  whether  he  returns  the  goods  or  not. 

II.  Recording  Hire  Purchase  Transactions. — The  recording  of  the 
transactions  relating  to  Hire  Purchase  Agreements  will  be  most  con- 
veniently dealt  with  in  two  sections : — 
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1.  As  regards  the  method  of  treatment,  and  the  entries  necessary  in 
the  books  and  accounts  of  the  manufacturer  (or  merchant). 

2.  In  the  same  manner  from  the  hirer's  point  of  view. 

1.  By  Manufacturer. — (i.)  As  Stock  on  Hire. — The  best  and  most 
correct  method  of  dealing  with  this  subject  in  the  books  of  the  manufacturer 
is  in  the  manner  described  by  Mr.  S.  S.  Dawson,  A.C.A.,  in  his  Accountants* 
Compendium,  and  known  as  "  The  Stock  System."  "  Under  this  system 
the  goods  hired  are  treated  as  stock  out  on  hire,  the  manufacturer's  interest 
decreasing  (theoretically  though  not  legally)  to  the  same  extent  as  the 
hirer's  interest  is  acquired.     Thus : — 

"  (1)  An  account  is  opened  for  the  hirer,  in  a  memorandum  ledger  (i.e. 
distinct  from  the  books  of  account),  all  the  particulars  of  the  hiring  agree- 
ment being  placed  at  the  head  of  the  account.  The  whole  of  the  due  dates 
of  the  instalments  and  the  amounts  thereof  are  tabulated  on  the  debit  side 
of  the  account.  The  cost  price  of  the  goods  hired  is  also  stated  (in  cypher 
where  necessary)  at  the  head  of  the  account. 

"  (2)  All  receipts  in  respect  of  hire  are  recorded  in  a  separate  column  in 
the  cash  book.  The  items  are  posted  in  detail  to  the  credit  of  the  various 
hirers'  (memorandum)  accounts,  and  the  total  of  the  hire  receipts  is  posted 
periodically  to  '  Hire  and  Purchase '  Account. 

"  (3)  The  cost  price  of  all  goods  sent  out  on  '  hire '  are  recorded  in  a 
Hire  and  Purchase  Day  Book.  The  total  of  these  is  posted  to  the  credit  of 
stock  account,  and  to  the  debit  of  hire  and  purchase  account,  being  a  transfer 
of  stock  at  cost  price  from  one  department  to  another. 

"(4)  All  stock  out  on  hire  is  valued  periodically  by  extracting  the 
unpaid  proportion  of  the  cost  from  the  various  hirers'  personal  accounts. 
For  instance,  if  the  cost  price  of  a  waggon  is  £48,  and  it  has  been  hired  for 
four  years  at  £15  per  annum,  the  stock  value  of  the  waggon  after  three 
years'  payments  have  been  made  would  be  £12.  The  last  year's  tire 
payment  of  £15  would  show  the  same  percentage  of  profit  as  those  of  the 
other  years  (viz.,  25  per  cent  upon  cost). 

"  (5)  All  hire  payments  (if  any)  in  arrear  at  the  date  of  stock-taking 
are  treated  as  debts,  and  the  valuation  of  the  goods  on  hire  apportioned  as 
if  the  hire  had  been  duly  paid  to  date. 

11  The  profit  in  respect  of  hiring  for  a  particular  period  will  then  be 
shown  in  the  '  Hire  and  Purchase '  Account  in  the  following  form : — 

Dr.  Cr. 


£  £ 

Stock  out  on  hire  at  com-  '  Hire  receipts  (gross)  . 


raencement  of  period 
(valued  on  the  basis  of 
the  unpaid  proportions 
of  the  various  cost 
prices)  .  .        . 

StocK,  sent  out  on  hire 
during  the  period,  at 
cost,  per  paragraph  (3) 
above    .... 

Gross  profit  for  the  period 


Stock  out  on  hire  at  end  of 
period  (valued  on  the 
basis  of  the  unpaid  pro- 
portions of  the  various 
cost  prices)   . 


"  This  system  more  correctly  records  the '  interest '  of  the  manufacturer, 
viz.,  that  of  stock  in  trade,  and  although  legally  such  '  interest '  does  bot 
pass  to  the  hirer  until  the  whole  of  the  hiring  conditions  are  fulfilled,  for 

vol.  in  18 
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accountancy  purposes  it  is  deemed  to  pass  proportionately  to  the  fulfilment 
of  such  conditions.  Perhaps  it  is  more  correct  to  say  that,  pending  the 
fulfilment  of  the  conditions  of  the  hiring  agreement,  the  hire  receipts  are 
(considered  in  their  strictest  sense)  revenue  items,  hut  as  there  is  a  prob- 
ability that  the  hirer  may  comply  with  the  whole  of  the  conditions,  and 
so  acquire  the  subject  matter  absolutely  in  order  to  carry  out  the  spirit, 
though  technically  not  the  letter  of  the  agreement,  and  further,  as  a  matter 
of  prudence,  an  apportionment  is  considered  necessary  so  as  to  provide  for 
the  loss  of  the  subject  matter  of  hire  when  the  property  therein  passes  to  the 
hirer.  The  stock  system  is  well  adapted  to  businesses  such  as  those  of 
piano  manufacturers,  where  there  are  a  considerable  number  of  hirers,  *f or 
no  apportionment  (as  between  capital  and  income)  of  the  numerous  payments 
in  respect  of  hire  is  necessary — all  being  carried  to  one  account ;  whilst  the 
Memorandum  Ledger  serves  the  dual  purpose  of  a  Hire  Stock  Eegister  and 
a  record  of  the  personal  accounts  of  the  hirers.  The  profit  under  the 
various  agreements  is  apportioned  ratedbly  over  the  whole  period  of  hire, 
whilst  the  interest,  which  ordinarily  is  involved  in  a  deferred  purchase  price, 
is  similarly  dealt  with.  The  equalisation  of  the  interest  is,  perhaps,  not 
strictly  correct,  and  it  may  be  further  suggested  that  the  commencing 
period  wherein  the  transaction  is  effected  is  at  least  entitled  to  a  larger  pro- 
portion of  profit  than  the  later  periods,  but  the  system  has  at  least  three 
good  features : — 

"  (1)  It  records  the  manufacturer's  asset  as  stock. 

"  (2)  It  obviates  the  necessity  of  apportioning  the  '  hire  payments/  and 
at  the  same  time  supplies  a  Stock  Eegister. 

"  (3)  It  errs,  if  at  all,  on  the  side  of  prudence  in  taking  credit  for  the 
profit  on  each  transaction  proportionately  over  the  whole  period  of  hire." 

(ii.)  As  Sale  at  Cash  Price. — Another  method,  which  is  frequently 
adopted,  is  that  of  treating  the  transaction  as  a  sale  at  "cash  price." 
Goods  disposed  of  under  hire  purchase  agreements  can  always  be  obtained 
at  a  reduced  price  for  cash.  This  lower  figure  is  known  as  the  cash  price, 
and  the  difference  between  the  cash  price  and  the  total  amount  of  the 
instalments  under  the  hire  purchase  agreement  represents  the  interest 
charged  for  the  deferred  payments.  The  rate  of  interest  may  have  been 
fixed  beforehand  by  the  manufacturer,  or  he  may  have  arrived  at  the 
instalments  payable  under  the  hire  purchase  agreement  without  taking  any 
given  percentage  for  interest,  but  in  either  case  the  interest  is  charged,  and 
the  rate  can  be  arrived  at. 

The  chief  objection  to  this  method  is  that  the  subject  matter  of  the  hire 
purchase  agreement  is  treated  as  a  sale.  In  the  event  of  the  goods  being 
returned  the  probability  is  that  the  manufacturer  will  lose  on  the  transac- 
tion. Generally  it  is  only  in  cases  where  it  is  to  the  benefit  of  the  hirer  to 
do  so  that  the  goods  will  be  returned,  for  when  it  is  to  the  advantage  of  the 
hirer  to  retain  the  goods,  and  he  is  unable  to  pay  the  instalments  himself, 
he  will  generally  succeed  in  transferring  his  rights  under  the  agreement  to 
another  person.  Thus  the  losses  under  those  agreements  where  goods  are 
returned  will  seldom  be  made  good  by  returns  which  are  advantageous  to 
the  manufacturer. 

There  are  different  methods  of  detail  adopted  in  treating  these  trans- 
actions under  this  system,  but  they  all  adopt  the  sale  at  cash  price  idea. 
Two  of  these  will  now  be  described : — 

(a)  Suppose  an  article  may  be  acquired  for  twenty  quarterly  payments 
of  £3  each,  or  a  total  of  £60.  The  same  article  may,  however,  be  bought  for 
cash  at  a  discount  of  20  per  cent  (i.e.  for  £48). 
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All  hire  purchase  transactions  will  be  recorded  in  a  separate  Day  Book. 
Each  item  will  be  debited  to  the  hirer  concerned,  and  the  total  of  the 
various  amounts  credited  to  the  following  accounts,  thus : — 80  per  cent  to 
Hire  Purchase  Sales  Account  (from  which  account  it  is  transferred  to  the 
credit  of  Trading  Account  at  the  end  of  the  year),  and  20  per  cent  to 
Interest  Suspense  Account.  The  credit  carried  to  the  latter  account  is 
transferred  to  revenue  over  the  five  years  during  which  the  agreements 
run  in  the  proportions  shown  below.  It  is  advisable  to  keep  each  year's 
Interest  Suspense  Account  distinct,  so  that  the  amounts  which  these  pro- 
portions represent  may  be  more  readily  obtained. 

In  this  case  it  will  be  found  that  the  interests  on  the  yearly  rests  works 
out  at  a  little  under  8  per  cent,  and  that  the  £12  is  on  this  basis  apportioned 
over  the  five  years  as  shown  in  the  first  column  below.  It  would  not, 
however,  be  correct  to  carry  the  interest  to  the  Profit  and  Loss  Accounts 
for  the  different  years  as  shown  here.  Since  the  goods  will  have  been  sent 
out  fairly  equally  throughout  the  year,  it  follows  that  while  interest  is 
chargeable  for  eleven  or  twelve  months  in  some  cases,  in  others  only  a 
month  or  a  few  days'  interest  has  been  earned.  This  feature  must 
accordingly  be  taken  into  account,  and  assuming  that  goods  have  been  sent 
out  at  a  normal  rate  throughout  the  year,  only  half  the  amount  shown,  as 
the  first  year's  interest,  in  the  first  column  below,  can  properly  be  credited 
to  revenue  for  the  first  year.  For  the  second  year,  the  remaining  half  of 
the  first  year,  and  half  of  the  second  year's  (first  column)  interest  is  taken, 
and  so  on.  The  amounts  thus  amended  are  shown  in  the  second  column 
below.  The  figure  given  for  the  sixth  year  is  in  respect  of  interest  on 
agreements  entered  into  later  on  in  the  year  under  consideration,  the 
whole  of  the  instalments  under  which  will  not  have  been  paid  until  the 
sixth  financial  year  has  been  entered.  Should  the  conditions  of  the  concern 
be  such  that  the  goods  are  not  sent  out  at  an  even  rate  throughout  the 
year  a  slight  amendment  will  be  necessary.  Thus  if  the  majority  of  the 
agreements  are  entered  into  in  the  last  half  of  the  year,  only  one-fourth  of 
the  first  year's  interest  shown  in  the  first  column  can  properly  be  credited 
to  revenue,  and  so  on.  This  is,  however,  a  detail  which  can  easily  be 
adjusted  to  any  particular  case. 

The  third  column  below  gives  the  percentages  on  the  basis  of  the  figures 
in  the  second  column,  showing  how  the  total  amount  standing  to  the 
credit  of  Interest  Suspense  Account  should  be  transferred  to  revenue  over 
the  six  years. 


Year. 

Apportionment  of  the 

£12  Intermit  over  the 

five  Years. 

• 

Apportionment  of  the 

£18  Interest  over  the 

six  Years. 

Percentage  of  the  Total 
Amount  of  the  Interest 
Suspense  Account  to  be 
transferred  to  Revenue 
each  Year. 

1st 

2nd 

3rd 

4th 

5th 

6th 

£,    $.      d. 
3  16     0 
3     3     0 
2     9    0 
1  14    0 
0  18    0 

£    $.      d. 

1  18     0 
3     9     6 

2  16     0 
2     16 
16     0 
0     9     0 

Per  Cent. 
15  8$  (say)     16 
28-95     „        29 
23$       ,,        23 
17-29    „        17 
10-8J    „        11 
375     „          4 

12    0    0 

12     0     0 

100 

(b)  Another  method  under  this  system  is  described  in  an  article  in  the 
Accountant,  vol.  xxviii.  p.  520  et  seq.    Here  again  the  transaction  is  treated 
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as  a  sale  at  cash  price,  but  the  apportionment  of  the  interest  on  the  deferred 
payments  is  not  provided  for  so  correctly  as  in  the  method  just  dealt  with. 
As,  however,  in  this  case  "  the  instalments  are  spread  over  twelve  months 

only the  question  of  interest  becomes  relatively  less  important." 

Accordingly,  in  similar  cases,  this  method  will  doubtless  be  found  sufficiently 
accurate : — 

"  A  set  of  volumes  which  cost  £3  may  be  purchased  outright  for  £6, 
less  5  per  cent1  (equals  £5  :  14s.),  or  for  twelve  monthly  instalments  of  10s. 
each  (equals  £6).  The  goods  purchased  on  the  instalment  system  should, 
we  think,  be  passed  through  a  separate  Day  Book,  and  at  the  end  of  each 
month  a  reserve  should  be  made,  debiting  Sales  Account  and  crediting 
Interest  Suspense  Account  with  8s.  per  set.  This  reserve,  it  will  be  seen, 
is  2s.  more  than  the  actual  discount  allowed  for  cash,  but  it  is  only  prudent 
to  make  some  slight  further  reserve  to  cover  possible  losses,  while  interest 
calculations  are  far  simpler  if  based  upon  five  per  cent *  (or  1 J  per  cent 1  per 
quarter)  than  if  based  upon  the  actual  rate  of  interest,  which  is  represented 
by  a  discount  of  5  per  cent."  * 

An  Instalment  Ledger  Adjustment  Account,  and  an  Instalment  Ledger 
(Eeserve  for  Interest)  Adjustment  Account  will  be  kept  in  the  General 
Ledger.  These  accounts  will  be  debited  monthly  with  £5 :  12s.  per  set, 
and  8s.  per  set  respectively  as  shown  by  the  Day  Book.  The  former 
account  will  also  be  credited  through  the  Cash  Book  with  the  instalments 
received.  A  transfer  will  be  made  debiting  the  Instalments'  Ledger 
Adjustment  Account  and  crediting  the  Instalment  Ledger  (Eeserve 
for  Interest)  Account  with  interest  at  the  rate  of  1J  per  cent  per 
quarter  upon  the  balance  outstanding  at  the  commencement  of  each 
quarter. 

"  It  is  desirable  that  (say  annually)  an  adjusting  entry  should  be 
made  to  correct  any  slight  discrepancy  that  may  arise  through  the  starting 
figure  not  being  mathematically  exact,  but  the  difference  will  be  trifling, 
and  the  adjustment  accordingly  easy.  When  the  debit  balances  of  the 
Instalment  Ledger  are  extracted  for  balancing  purposes,  they  should,  of 
course,  represent  exact  multiples  of  10s.  according  to  the  number  of 
instalments  still  outstanding  upon  each  account.  These  balances  can 
readily  be  extracted  upon  analysis  paper  having  twelve  columns,  so  that 
separate  totals  may  be  obtained  of  the  balances  that  represent  one,  two, 
three,  or  more  instalments.  A  simple  calculation  shows  that  the  present 
value  of  these,  at  the  rate  of  interest  here  assumed,  would  be  (approximately) 
as  follows : — 

1  instalment  outstanding 

2  instalments 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

"  The  aggregate  present  value  of  the  instalments  should  agree  with  the 

1  The  percentages  have  been  altered  so  as  to  be  more  explicit  in  this  instance. 


£ 

«. 

d. 

0 

9 

6 

0 

19 

0 

1 

8 

6 

1 

18 

0 

2 

7 

6 

2 

17 

0 

3 

6 

4 

3 

15 

8 

4 

5 

0 

4 

14 

0 

5 

3 

0 

5 

12 

0 
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balance  of  the  Adjustment  Account,  and  by  this  means  the  exact  amount 
of  the  corrective  entry  required  can  be  readily  ascertained.  It  need  only  be 
added  that,  for  the  purposes  of  the  trial  balance,  it  is  the  balance  of  the 
Adjustment  Account,  and  not  the  balances  of  the  Instalment  Ledger,  that 
are  taken." 

The  interest  to  be  credited  to  revenue  for  the  year  is  the  difference 
between  the  amount  standing  to  the  credit  of  Interest  Suspense  Account, 
and  that  standing  to  the  debit  of  the  Instalments  Ledger  (reserve  for 
interest)  Adjustment  Account.  After  making  this  transfer  the  balances  on 
these  two  accounts  will  "  contra  "  each  other. 

2.  BvHire  Purchaser — Goods  acquired  under  hire  purchase  agreements 
are  more  difficult  to  deal  with  from  the  hirer's  point  of  view,  inasmuch  as, 
in  addition  to  the  proper  apportionment  of  the  instalments  between  principal 
and  interest,  the  hirer  must  also  have  regard  to  the  question  of  depreciation 
of  the  subject  matter. 

This  portion  of  the  subject  may  be  divided  into  two  sections : — 

(1)  Under  the  systems  where  the  hirer  treats  his  interest  in  the  goods  as 
acquired  gradually,  as  the  instalments  are  paid. 

(2)  Where  the  transaction  is  treated  as  a  purchase  at  "  cash  price/9 

(i.)  As  Goods  acquired  by  Instalments. — (a)  Find  the  "  cash  price  "  of 
the  goods,  and  the  rate  per  cent  which  is  being  charged  for  the  "  deferred 
interest."  Charge  interest  on  the  reducing  "  cash  price  "  at  the  ascertained 
rate  per  cent  to  Profit  and  Loss  Account,  and  capitalise  the  balance  of  the 
instalments.  In  addition  to  this,  depreciation  must  be  charged  to  Profit 
and  Loss  Account  at  a  proper  rate,  having  regard  to  the  class  of  goods  under 
consideration. 

The  objection  to  this  method  is  that  it  will  frequently  be  found  that 
during  the  earlier  years  of  the  hire  purchase  agreement  revenue  is  charged 
with  a  larger  amount  than  would  have  been  the  case  had  the  goods 
simply  been  "  hired."  This,  of  course,  is  not  fair  to  the  earlier  years,  for 
had  it  not  been  more  advantageous  for  the  hirer  to  do  so  he  would  not 
have  entered  into  the  agreement,  but  simply  hired  the  goods  from  year  to 
year. 

(b)  Another  method  under  this  system  is  to  capitalise  the  same 
amount  each  year  during  the  period  of  the  agreement,  so  that  at  the 
end  of  the  given  time  the  total  sum  capitalised  represents  the  value  of  the 
goods. 

Thus  suppose  a  hire  purchase  agreement  in  respect  of  certain  goods  is 
entered  into  for  ten  years,  and  the  instalments  are  to  be  £450  per  annum, 
or  a  total  of  £4500.  The  value  of  the  goods  at  the  end  of  the  ten  years  is 
£1800.  Under  this  method  £180  would  be  capitalised  each  year,  and  the 
balance  of  the  instalment  (i.e.  £270)  charged  to  revenue. 

This  method  is  not  strictly  correct,  as  it  does  not  make  provision  for 
interest.  In  some  instances,  however,  especially  where  the  amount  of  the 
hire  purchase  transaction  is  small  as  compared  with  the  size  of  the  under- 
taking, this  system  may  be  found  to  be  sufficiently  accurate. 

(ii.)  As  purchased  at  Cash  Price. — Ascertain  the  "  cash  price  "  of  the 
goods.  Credit  the  manufacturer  with  this  amount,  and  debit  the  appropriate 
impersonal  account  Interest  will  be  credited  to  the  manufacturer's  account 
each  year  at  the  ascertained  rate  per  cent  on  the  reducing  balance,  and  the 
instalments  debited  to  him  as  paid.  This  interest  will,  of  course,  be  debited 
to  revenue.  Depreciation  will  also  be  written  off  the  impersonal  account 
at  a  proper  rate  in  accordance  with  the  deterioration  of  the  articles 
involved. 
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It  will  be  seen  that  the  final  effect  of  this  method  will  be  the  same  as 
the  system  described  above  (i.)  a.  The  only  difference  is  that  a  figure  is 
brought  into  the  books  as  an  asset  (and  also  a  corresponding  liability)  which 
is  really  fictitious,  in  that  it  is  only  an  asset  if  certain  conditions  are 
fulfilled,  viz.  the  payment  of  the  whole  of  the  instalments. 

The  danger,  therefore,  with  this  method  is  that  the  balance-sheet  of 
the  hirer  may  be  drawn  to  show  a  fictitious  asset,  and  to  include  among  its 
liabilities  (generally  under  the  heading  of  "  Sundry  Creditors  ")  an  amount 
which  the  hirer  cannot  be  compelled  to  pay.  Provided,  however,  that  the 
nature  of  the  so-called  asset  and  liability  are  fully  disclosed  on  the  face  of 
the  balance-sheet  there  does  not  seem  to  be  any  great  objection  to  treating 
the  matter  in  this  way.  The  transaction  should  then  appear  on  the  balance- 
sheet  in  one  of  two  ways : — 

(a)  Showing  the  Equity  of  Redemption. — State  the  original "  cash  price  " 
less  the  depreciation  written  off,  and  deduct  from  this  the  amount  now  due 
to  the  manufacturer  as  shown  by  his  account. 

(6)  Mortgage  System. — State  the  items  on  both  sides  of  the  balance- 
sheet,  but  enter  an  adequate  description  of  the  asset  so  that  its  nature  is 
apparent.  Also  set  out  the  liability  separately,  referring  to  the  asset  on 
which  it  is  secured. 

The  question  may  be  raised :  "  Can  the  hirer,  in  paying  an  instalment, 
deduct  income  tax  from  that  portion  of  the  instalment  which  represents 
interest  ? "  This  cannot  be  done,  for  as  between  the  hirer  and  the  manu- 
facturer the  agreement  is  simply  to  pay  a  certain  number  of  instalments  of 
a  certain  amount,  the  calculation  of  interest  being  made  by  both  parties  to 
more  correctly  record  the  transaction  in  their  respective  books.  Further, 
the  interest  involved  cannot  be  said  to  be  "  annual "  interest. 

John  A.  Walbank. 

Hire-purchase  System   of  acquiring1   Railway 

Waggons. — Colliery  companies,  as  a  rule,  purchase  railway  waggons 
under  a  hire  and  purchase  agreement,  by  which  the  price  of  the  waggons 
is  paid  by  yearly  instalments  spread  over  from  three  to  seven  years,  and 
the  waggons  only  actually  become  the  property  of  the  colliery  company  on 
the  payment  of  the  last  instalment.  There  are  two  methods  of  treating 
such  a  transaction  in  the  books  of  the  purchasers.  The  transaction  may  be 
looked  upon  really  as  a  purchase,  but  subject  to  the  payment  of  the  instal- 
ments as  they  fall  due,  or  the  exact  letter  of  the  contract  may  be  given 
effect  to. 

Suppose  that  on  1st  January  sixty  waggons  are  purchased  from  the 
North  British  Waggon  Co.,  Ltd.,  on  the  footing  that  they  are  to  be  paid 
for  by  five  annual  instalments  of  £600,  being  a  total  payment  of  £3000. 
It  is  quite  evident  that  these  instalments  as  they  fall  due  and  are  paid  by 
the  colliery  company  cannot  be  charged  altogether  against  Eevenue  or 
altogether  to  Capital.  Obviously  each  instalment  consists  of  interest  on 
the  amount  of  the  purchase  price  of  the  waggons  outstanding  from  time 
to  time,  together  with  a  payment  of  capital  to  extinguish  the  purchase 
price. 

To  find  out  what  rate  of  interest  should  be  taken  as  the  basis  of  calcu- 
lation it  is  necessary  to  ascertain  as  exactly  as  possible  the  cash  price  of  the 
waggons.  If  it  is  assumed  that  this  cash  price  is  £2597 :  13 : 9,  from  a  table 
of  annuities  it  is  found  that  the  rate  of  interest  involved  is  5  per  cent,  and 
the  following  schedule  can  then  be  prepared : — 
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Schedule  showing  the  division  of  Instalments  for  the  pubchase  of  "Waggons  into 
Principal  and  Interest,  the  Annual  Instalment  for  Five  Years  being  £600, 
payable  on  slst  december,  and  the  cash  value  of  the  waggons  at  date  of 
agreement  £2597  :  13  : 9. 

Interest,  5  per  cent 


Principal  out- 

Date when  Instalment  due. 

Interest. 

Principal. 

standing  after 

Instalment  paid. 

£     «.      d. 

£«.</.'       £       i.      d. 

31st  December  1903 

129  18     0 

470     2     0 

2127  11     9 

Do.            1904 

106     8     0 

493  12     0 

1633  19     9 

Do.            1905 

81  14     0 

518     6     0 

1115  13     9 

Do.            1906 

55  15     9 

544     4     3 

571     9     6 

Do.            1907 

28  10     6 

571     9     6 

0     0     0 

2597  13     9 

If  the  colliery  company  assume  that  the  waggons  are  purchased  outright, 
then  immediately  the  agreement  is  signed  and  the  waggons  delivered,  they 
would  credit  the  North  British  Waggon  Co.,  Ltd.,  and  debit  the  Bailway 
Waggon  Account,  with  £2597 :  13 : 9.  When  the  first  instalment  of  £600 
fell  due  the  total  amount  would  be  posted  from  the  Cash  Book  to  the  debit 
of  the  North  British  Waggon  Co.,  Ltd.,  but  at  the  same  time  a  Journal 
entry  would  be  made  crediting  the  North  British  Waggon  Co.,  Ltd.,  with 
£129 :  18s.,  the  interest  on  the  first  instalment,  and  the  Interest  Account 
would  be  debited  with  this  amount.  The  working  of  these  two  accounts  for 
the  five  years  is  shown  in  the  following  example,  and  it  is  further  assumed 
that  from  the  Waggon  Account  6  per  cent  is  written  off  each  year  for 
depreciation. 

North  British  Waggon  Co.,  Ltd. 


1903. 
Dec.  31.  To   Cash,   first  instal- 
ment . 
,,    Balance 


600    0    0 
2127  11     9 


i 


1904. 
Dec.  31.  To  Cash,  second  instal- 
ment . 
„  Balance  . 


1905. 
Dec.  31.  To  Cash,  third  instal- 
ment . 
,,    Balance 


1906. 
Dec.  31.  To  Cash,  fourth  instal- 
ment . 
„  Balance  . 


1907. 
Dec.  31.  To  Cash,    fifth  instal- 
ment . 


£        «.      d.  ;      1903. 

Jan.  1.  By  Railway  Waggon 
Account,  for  sixty 
waggons  purchased 
per  agreement 

Dec  81.    „  Interest 


1904. 
Jan.     1.  By  Balance 
Dec.  31.    „  Interest 


d. 


2597  13    9 
129  18    0 


2727  11 

9 

600    0 
1633  19 

0 
9 

2233  19 

9 

600    0 
1115  13 

0 
9 

1715  13 

9 

600    0 
571     9 

0 
6 

1171     9 

6 

600    0 

0 

600    0 

0 

1905. 
Jan.     1.  By  Balance 
Dec.  31.    ,,   Interest 


i 


1906. 
Jan.    1.  By  Balance 
Dec.  31.    „  Interest 


1907. 
Jan.    1.  By  Balance 
Dec.  31.    ,,  Interest 


2727  11 

9 

2127  11 
106    8 

9 
0 

2233  19 

9 

1633  19 
81  14 

9 
0 

1715  13 

9 

1115  13 
55  15 

9 
9 

1171     9 

6 

571     9 
28  10 

6 
6 

600    0 

0 
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Railway  Waggon  Account 


1903. 
Jan.  1. 


To  North  British  Wag- 
gon Co.,  Ltd.,  for 
sixty  waggons 
purchased  per 
agreement  . 


£ 


s.     d. 


1904. 
Jan,  1. 


To  Balance 


1905. 
Jan.  1. 


To  Balance 


1906. 
Jan.  1. 


To  Balance 


1907. 
Jan.  1. 


To  Balance 


2597 

13 

9 

2597 
2441 

13 
16 

9 
2 

2441 

16 

2 

2295 

5 

9 

2295 

5 

9 

2157 

11 

9 

2157 

11 

9 

2028 

2 

9 

2028 

2 

9 

1906 

cUlScl 

9 

otic 

2 

1903. 

Dec.  31.  By    Depreciation 

Account    . 
,,       Balance 


£      $.    d. 

155  17     7 
2441  16     2 


2597  13     9 


1904. 
Dec.  31.  By    Depreciation 

Account    . 
Balance 


»» 


1905. 
Dec.  31.  By    Depreciation 

Account 
Balance 


»> 


1906. 

Dec.  31.  By    Depreciation 

Account 
Balance 


»» 


1907. 
Dec.  31.  By    Depreciation 

Account    . 
Balance 


»> 


146  10 
2295    5 

5 
9 

2441   16 

2 

137  14 
2157  11 

0 
9 

2295    5 

9 

129  9 
2028    2 

0 
9 

2157  11 

9 

121  13 
1906    9 

/ 
2 

2028     2 

9 

1908. 
Jan.  1.  To  Balance    . 

Suppose  now  that  the  transaction  is  looked  upon  by  the  colliery  company 
more  as  a  hire  than  a  purchase,  then  they  must  still  recognise  the  fact  that 
part  of  the  price  is  in  payment  of  the  waggons,  and  that  when  the  full  price 
is  paid  the  waggons  will  have  depreciated  to  the  same  extent  as  under  the 
first  method.  The  colliery  company  would  have  to  treat  part  of  the  price 
as  hire  and  part  as  payment  of  the  waggons,  and  as  the  waggons  would 
depreciate  at  the  same  rate  as  formerly,  depreciation  would  require  to  be 
written  off  each  year  of  the  same  amount  as  by  the  first  method,  so  that  at 
the  end  of  the  five  years  the  Eailway  Waggon  Account  would  have  the 
same  amount  at  its  debit  as  by  the  first  method.  The  portions  of  the 
instalments  which  by  the  first  method  were  treated  as  interest  are  by  the 
second  treated  as  hire,  and  would  be  posted  from  the  Cash  Book  to  a  Hire 
Account. 

The  first  method  is  undoubtedly  preferable  to  the  second,  as  it  shows 
more  clearly  what  is  the  practical  effect  of  the  agreement,  although  it  may 
not  so  exactly  follow  out  the  letter  of  the  contract. 

Under  the  second  method  the  Eailway  Waggon  Account  would  appear 
as  under. 

Railway  Waggon  Account 


1903. 

a      s.    d. 

1903. 

£      s.    rf. 

Dec.  31. 

To  Cash,  capital  in  first 

Dec.  31.  By    Depreciation 

instalment  paid  to 
the  North  British 

Account    . 

155  17    7 

,,      Balance 

314     4     5 

Waggon  Co.,  Ltd. 

470     2     0 

470     2     0 

470     2    0 
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Railway  Waggon  Account — continued 


1904. 

Jan.    1.  To  Balance  . 

Dec.  31.  ,,  Cash,  capital  in 
second  instalment 
paid  to  the  North 
British  Waggon 
Co.  |  Ltd. 


1905. 
Jan.    1.  To  Balance  . 
Dec.  31.    ,,  Cash,   capital    in 
third     instalment 

Slid  to  the  North 
ritish      Waggon 
Co.,  Ltd. 


1906. 

Jan.    1.  To  Balance  . 

Dec.  31.  ,,  Cash,  capital  in 
fourth  instalment 
paid  to  the  North 
British  Waggon 
Co.,  Ltd. 


1907. 

Jan.    1.  To  Balance  . 

Dec.  31.  ,,  Cash,  capital  in  fifth 
instalment  paid  to 
the  North  British 
Waggon  Co.,  Ltd. 


1908. 
Jan.  1.  To  Balance 


314    4    5 


493  12    0 
807  16    6 


661     6     0 


518    6    0 
1179  12    0 


1041  18     0 


544    4    3 


1586     2    3 


1456  13    3 


571     9    6 


2028     2    9 


1906     9    2 


1904. 
Dec.  31.  By    Depreciation 

Account    . 
Balance 


it 


146  10     5 
661     6     0 


1905. 
Dec.  31.  By    Depreciation 

Account 
Balance 


it 


807  16     5 


137  14    0 
1041  18    0 


1906. 

Dec.  31.  By    Depreciation 

Account  . 
Balance 


1179  12  0 


129  9  0 
1456  13  3 


1586  2  3 


1907. 

Deo.  31.  By    Depreciation 

Account    . 
Balance 


u 


121  13     7 
1906     9    2 


2028     2    9 


A  simpler  method  than  that  given  above  is  as  follows.  Suppose  that  a 
colliery  company  has  a  lease  of  ten  waggons  for  twenty  years  at  an  annual 
charge  of  £30.  If  the  present  worth  of  the  waggons  is  £60  each,  or  £600 
in  all,  and  it  is  considered  that  at  the  end  of  twenty  years,  when  the 
waggons  will  become  the  property  of  the  colliery  company,  they  will  be 
worth  £20  each,  or  £200  in  all,  and  considering  that  during  these  twenty 
years  there  will  be  paid  to  the  waggon  company  £600  in  all,  and  that  the 
value  of  the  waggons  at  the  end  of  twenty  years  will  only  be  £200,  it  is 
evident  that  £400  must  be  charged  to  the  Profit  and  Loss  Account,  or  £20 
per  annum.  The  balance  of  the  annual  payment,  namely,  £10,  goes  to  the 
Waggon  Purchase  Account,  and  at  the  end  of  the  twenty  years  there  will 
be  £200  at  the  debit  of  this  account,  which  will  represent  the  value  of  the 
waggons. 

Holograph  writing's  are  writings  or  deeds  written  wholly  or 
in  the  essential  parts  with  the  granter's  own  hand.  A  holograph  document, 
such  as  a  will,  is  held  in  Scotland  and  in  France  to  be  a  valid  deed  without 
witnesses.  Letters  and  other  documents  may  have  all  the  privileges  of 
holograph  writings  attached  to  them  when  they  are  written  by  some  one 
else,  or  even  printed,  by  the  granter  writing  upon  them  "  Accepted  as 
holograph,"  or  words  to  that  effect,  and  appending  his  signature. 
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Homologation  is  the  term  used  to  express  the  doctrine  in 
Scotland  whereby  a  person  approves  of  a  deed,  engagement,  or  obligation 
which  is  in  itself  defective,  informal,  or  unauthorised,  and  whereby  the  same 
is  confirmed  or  adopted  so  as  to  render  it  binding  and  effectual.  It  may 
either  be  expressed  or  inferred  from  circumstances,  but  in  any  case  it  must 
be  absolute,  voluntary,  and  neither  due  to  compulsion  nor  from  an  error  or 
fraud  or  any  misrepresentation.  It  must  further  imply  assent  to  the 
adoption,  with  a  full  knowledge  of  the  extent  thereof,  and  the  relative 
interests  of  the  party  homologating  being  clearly  referable  to  the  obligation 
approved  of.  Thus  the  paying  of  interest  on  a  defective  bond  or  the 
performance  of  an  obligation  under  a  defective  deed  are  illustrations  of 
homologation,  but  the  mere  signing  as  a  witness  to  a  deed  without  a 
knowledge  of  its  contents  will  not  infer  homologation,  unless  it  can  be 
established  that  the  party  signing  was  aware  of  the  nature  of  the  deed. 
The  effect  of  homologation  is  to  render  the  obligation  undertaken  effectual 
as  from  the  date  of  the  obligation,  and  not  merely  from  the  date  of 
homologating  it,  and  bars  both  the  homologator  and  his  representatives  from 
challenging  the  obligation,  though  not  third  parties  connected  therewith. 

Assent  is  the  essence  of  homologation,  and  therefore  the  party  homo- 
logating or  adopting  must  be  of  full  capacity  to  give  assent  or  perform 
acts  inferring  adoption  or  homologation.  In  the  case  of  a  deed,  therefore, 
granted  by  a  pupil  or  insane  person,  homologation  only  operates  to  the 
effect  of  adopting  what  has  been  "reduced  to  an  intelligible  and  precise 
shape,  and  its  binding  effect  has  in  this  case  no  retrospect/' 

The  doctrine  does  not  seem  to  have  any  place  in  English  law.  Some 
approach  to  it  is  found  in  confirmation,  a  conveyance  which  by  its  nature 
renders  a  voidable  estate  valid  or  unavoidable,  and  in  the  ratification  of 
contracts  by  infants  under  the  Infants'  Belief  Act  1874. 

J  as.  Campbell  Irons. 

Honouring1  a  bill  means  paying  it  when  due.  We  also  talk  of 
meeting  a  bill  or  taking  it  up.  The  phrase  "  Eetiring  a  bill "  is  usually 
applied  to  the  case  where  the  acceptor  of  a  bill  takes  it  up  before  it  is  due. 
In  this  latter  case  a  rebate  is  usually  allowed,  but  at  a  much  lower  rate 
than  the  one  at  which  the  bill  was  originally  discounted. 

Hotchpot* — This  term  as  used  in  English  law  signifies  the  mingling 
of  property  in  certain  cases,  in  which  a  person  claiming  to  share  in  a 
common  fund  is  bound,  as  a  condition  of  so  doing,  to  bring  into  the  fund 
other  property  deemed  in  law  to  have  been  previously  advanced  to  him  in 
anticipation  of  his  final  share  in  the  fund. 

A  "  hotchpot  clause "  is  commonly  inserted  by  conveyancers  in  settle- 
ments and  wills  expressly  directing  property  under  certain  circumstances 
to  be  brought  into  hotchpot  as  a  condition  of  sharing  in  a  specified  fund. 

Hotel  Accounts. — The  growth  and  progress  of  hotel-keeping 
is  reflected  in  its  books  and  accounts.  There  is  very  little  in  common 
between  the  ancient  housekeeping  book  and  the  modern  system  of  hotel 
book-keeping.  Yet  the  latter  has  been  gradually  developed  from  its 
humble  ancestor  with  the  increase  of  size  of  the  modern  hotel  and  the  ever- 
increasing  number  and  variety  of  the  items  provided  by  its  programme. 

Book-keeping,  and  that  of  a  proper  system,  is  essential  to  the  manage- 
ment of  a  hoteL  The  merits  of  a  good  system  are  numberless.  A  few 
examples  will  be  sufficient  to  show  its  necessity  and  desirability.  The 
visitor  or  "client"   trusts  in  the  management   to  cater  for  his  many 


HOTEL  ACCOUNTS 


283 


demands,  and  expects  a  true  bill  of  charges  to  be  furnished  to  him  without 
delay.  There  must  always  exist  a  ready  record  for  that  purpose.  There- 
fore each  step  of  his  course  through  the  "  house,"  from  entry  to  exit  and 
his  dealings  with  each  department,  must  be  duly  registered  in  a  systematic 
yet  unobtrusive  manner.  Again,  the  fluctuations  of  trade  are  very  marked 
in  hotel-keeping  generally.  With  business  at  high  pressure  it  becomes 
increasingly  difficult  to  trace  leakages  and  other  forms  of  loss,  both  as 
regards  the  cash  and  the  goods  handled,  which  must  be  guarded  against. 
Further,  the  honesty  and  efficiency  of  the  staff  are  very  important  factors 
in  successful  management,  and  a  good  system  discourages  fraud,  and  is  at  the 
same  time  of  assistance  to  the  servant  in  the  due  discharge  of  his  duties. 

The  board  of  directors  (where  such  exists),  the  proprietor,  or  manager, 
require  to  have  placed  at  their  disposal  from  time  to  time  full  statistics  of 
the  progress  of  each  department  to  enable  them  to  remedy  defects  therein, 
devise  means  of  improvement,  and  increase  the  profit.  There  must  also  be 
kept  in  view  from  week  to  week  the  fact  that  all  forms  in  the  books  and 
accounts  should  be  so  adapted  as  to  readily  supply  the  necessary  figures  for 
the  preparation  of  the  trading  account,  the  profit  and  loss  account,  and  the 
balance-sheet,  whether  in  respect  of  annual  or  other  periods,  as  may  be 
required.     A  good  system  is  also  satisfactory  from  the  auditor's  point  of  view. 

Tabular  System. — The  system  of  accounts  in  most  general  use  in  this 
country  is  that  known  as  the  tabular  system.  It  is  one  that  can  be  readily 
varied  to  meet  the  special  requirements  of  all  classes  of  hotels,  and  most 
hotel  servants  are  familiar  with  its  detail  working.  It  is  of  great  assistance 
to  the  hotel  clerk,  in  that  it  is  in  all  departments,  and  particularly  as 
regards  visitors'  accounts,  self-checking  and  balancing.  It  also  considerably 
curtails  the  work  of  posting  to  the  Ledgers.  The  tabular  forms  of  accounts 
commend  themselves  as  specially  useful  for  statistical  purposes,  and 
generally  this  system,  where  used,  has  been  found  to  be  eminently  suited 
for  all  the  demands  of  the  trade.  Whether  any  of  the  other  systems  in 
use  in  the  United  States  or  elsewhere — such,  for  example,  as  the  card 
system — will  be  adopted  by  hotel-keepers  generally  in  this  country,  we  are 
not  prepared  to  predict. 

The  fact,  however,  cannot  be  ignored  that  the  tabular  system  has 
established  itself  for  the  present,  and  thus  merits  consideration. 

The  following  is  a  short  description  of  the  system,  the  text  being 
illustrated  where  necessary  by  forms  of  ruling. 

It  is  to  be  assumed  that  the  hotel  exists  fully  equipped  ready  to 
receive  clients.  The  next  step,  therefore,  is  on  the  part  of  the  prospective 
client.  It  is  very  usual  and  necessary,  especially  in  the  busy  part  of  the 
season,  for  visitors  to  book  their  rooms  some  time  in  advance.  This  would 
be  done  by  letter  or  telegram  addressed  to  the  manager.  A  diary  of 
advance  bookings  thus  becomes  needful,  of  which  the  following  is  a  very 
convenient  form  of  ruling : — 


Apartments  booked  in  advance  for. 


190  . 


Names  of  Quests. 

Addresses. 

Rooms  Required. 

Rooms  Allotted. 

Initials. 

Special  Instructions. 
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Each  page  is  dated,  and  the  space  to  be  reserved  for  each  day  will  vary 
according  to — 

(1)  The  size  and  class  of  hotel,  and 

(2)  The  season. 

The  particulars  given  in  the  letter  received  are  at  once  entered  on  the 
page  representing  the  date  for  which  the  rooms  have  been  ordered.  On  the 
arrival  of  this  date  the  numbers  of  the  rooms  allotted  are  entered  in  the 
column  provided  for  them.  From  this  book  is  prepared  the  Bed-Book  or 
sheet  for  each  day.  The  following  shows  the  ruling  for  same,  which  may 
be  either  on  sheets  or  in  book  form : — 


Nos. 


l 

2 
3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 


Bed-Book  or  Apartments  Register. 


Ground  Floor, 


Descrip- 
tion. 


Price. 


Names. 


Noe. 


First  Floor. 


Descrip- 
tion. 


Price. 


L.S. 

3s. 

D. 

4s. 

Bath. 

^ 

D. 

D. 

*30s. 

Salon. 

* 

V.  S. 

2s. 

S. 

2s.  6d. 

Bath.    ' 

2B.     ! 

Salon.    | 

|  10s. 

2B.     1 
Salon.    ! 

}l2s.6d. 

D.      1 

Second. 


Names. 


201 
etc.  etc. 


This  book — and  the  same  holds  good  when  sheets  or  cards  are  used — 
shows  at  one  view  the  whole  of  the  bedrooms  and  other  rooms  in  the 
hotel  for  which  visitors  are  charged.  The  numbers  are  stated,  and  the 
room  is  described  shortly  by  letters  indicating  whether  single  bedroom, 
sitting-room,  suites,  servants'  rooms,  etc.,  with  other  particulars  usually 
arranged  in  vertical  columns,  each  column  representing  a  floor.  In  large 
hotels  for  convenience  a  separate  hundred  is  allotted  for  the  numbers  on 
each  floor. 

On  the  right  of  the  number  and  description,  spaces  are  provided  for 
entering  the  name  of  the  visitor  for  whom  the  room  has  been  reserved  and 
the  rate  of  charge  for  same. 

From  this  book  the  visitors'  account  is  debited  with  the  charge  made 
for  apartments  through  the  medium  of  the  Bough  Day  Book. 

Arrival  Book. — In  this  book  are  entered  the  date  of  arrival,  name  and 
address  of  visitor,  rooms  occupied,  date  of  leaving,  and  special  instructions. 
This  is  done  on  arrival.  The  manager  or  housekeeper,  by  referring  to  the 
bookings  in  advance,  is  then  in  a  position  to  see  that  any  special  instruc- 
tions ordered  by  the  client  are  attended  to. 

Servants'  Ticket  or  Check  Books. — All  waiters  and  other  servants  in  the 
hotel  who  receive  or  execute  the  orders  of  visitors  are  provided  with 
Ticket  or  Check  Books.  These  books  are  interleaved  for  carbon  duplicates, 
except  when  carried  about  by  the  servant,  when  the  counterfoil  form  is 
the  more  convenient.     They  are  numbered  or  lettered  to  distinguish  the 
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respective  servants  issuing  them.  They  may  be  of  a  different  size  or 
colour  to  discriminate  charges  for  meals,  wines,  baths,  cigars,  etc.  Where 
there  is  a  full  service  on  each  floor,  the  colour  of  the  ticket  shows  to  the 
servant,  or  the  department  executing  the  order,  and  also  to  the  office,  the 
destination  of  the  goods  ordered  and  the  rate  of  charge  to  be  made  to  the 
visitor.  This  is  of  great  assistance  to  the  servants  in  the  rapid  execution 
of  orders. 

The  servant  receiving  the  order  enters  the  particulars  in  his  Ticket 
Book.  The  ticket  is  immediately  despatched  to  the  proper  department, 
where  the  order  is  carried  out,  the  order  ticket  received  being  held  by  that 
department  as  a  receipt  for  the  goods  issued  therefrom.  The  servant  of 
such  department  in  turn  makes  out  a  ticket  giving  the  visitor's  number 
and  the  goods  supplied  to  him,  which  is  forwarded  to  the  office  for  the 
purpose  of  debiting  the  charges  to  the  visitor's  account. 

A  ready  means  of  verifying  the  sales  to  visitors  is  afforded  by  reference 
to  the  duplicate  or  counterfoil  in  the  Ticket  Book  of  the  servant  who 
originally  received  the  order.  These  Ticket  Books  are  used  in  pairs,  one 
being  in  the  hands  of  the  servant,  while  the  other  is  handed  into  the 
office.  The  clerk  is  thus  enabled  to  check  the  ticket  of  the  issuing 
department  with  the  duplicate  of  the  order  ticket. 

The  tickets  for  meals  and  drinks  ordered  in  the  coffee-room  or  restaurant 
are  made  out  there  and  forwarded  to  the  kitchen  or  wine-room,  where  the 
order  is  executed.  The  head  waiter  who  issues  these  orders  will  see  that 
they  are  complied  with,  and  that  duplicates  of  all  tickets  relating  thereto 
are  forthwith  sent  to  the  office. 

Tickets  are  numbered  consecutively  in  each  book,  and,  with  the  exception 
of  the  distinctive  letter  and  number,  are  usually  perfectly  plain.  They  may, 
however,  be  printed  for  departments  (as  cigar-room,  hairdressing  saloon, 
etc.),  where  the  description  can  be  stated  in  three  or  four  items  on  the 
ticket;  but  otherwise  the  particulars  are  written  out  by  the  waiter  or 
servant  in  accordance  with  the  wine  list,  etc. 


Bough  Day  Book 

"So.                           "Mump                                               Airmimt. 

No. 

Amount. 
£    s.   d. 

Apartments 

Baths 

Breakfast 

Lunch 

Dinner 

Wines 

Paid  out 

Sundries 

£  s.    d. 

1 
i 

Apartments 
Baths 
Breakfast 
Lunch 
Dinner 
j  Wines 
Paid  out 
Sundries 

i 

No. 

N&me 

Amount. 

i 

No 

\ 

Amount. 

i 

"" 

€    *.    rf. 

£  s.   d. 

The  fori] 

o.  of  ruling  given  a 

bove  is 

in  general 

use.     The  pages  a 

re  ruled 
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in  squares,  each  square  representing  the  charges  against  the  visitor  or  party 
for  one  day.  The  apartment  numbers,  and  names  of  the  visitors  are 
entered  in  the  spaces  provided  for  them.  Below  this,  on  the  left-hand  side, 
eight  or  ten  of  the  headings  of  receipts  (as  in  the  Daily  Summary)  of  most 
frequent  occurrence  are  printed.  The  space  following  is  for  the  details 
priced  from  the  tickets.  The  cash  column  is  ruled  on  the  right,  and  into 
this  the  totals  under  each  head  are  extended. 

The  accounts  are  entered  up  during  the  day  from  the  waiters'  and  other 
tickets,  totalled  in  the  cash  column  at  the  end  of  the  day,  and  the  necessary 
particulars  are  entered  therefrom  into  the  Daily  Summary  on  the  following 
morning.  The  visitors'  bills  are  also  kept  posted  up  daily  from  this  book, 
so  that  should  a  bill  be  called  for  at  any  time  during  the  day  there  will 
only  be  the  business  for  a  portion  of  that  day  to  be  entered  to  complete 
same. 

It  is  advisable  that  one  clerk  should  enter  up  the  Bough  Day  Book,  and 
another  check  the  entries  therein,  adding  his  stamp  "  checked,"  and  also  his 
initials  thereto.  The  clerk  who  posts  to  the  Daily  Summary  should  also 
stamp  and  initial  each  account  in  the  Sough  Day  Book  as  posted. 

The  following  is  an  alternative  ruling  for  this  book : — 


Room 
No. 

Apart- 
ments. 

Atten- 
dance. 

Baths 

«™k-Lunch. 

Dinner. 
8.  d. 

Wines. 

Paid 
out. 

Sundries. 

Total. 

Ent'd. 

Chk'd 

Remarks. 

8.    d. 

8.  d. 

8.  d. 

,.    d. 

.    rf 

The  Daily  Summary  is  one  of  the  most  useful  of  the  forms  which 
go  to  make  up  the  tabular  system.  It  is  peculiarly  adapted  to  the 
many-sided  requirements  of  the  hotel -keeper.  It  embraces  in  one 
a  Sold  Day  Book,  Sold  Ledger,  Cash  Received  and  Allowances  Book, 
daily  list  of  debtors,  and  daily  summary  of  sales,  arranged  under  the 
various  sources  of  income,  and  grouped  under  the  separate  departments. 
The  size  and  number  of  books  vary  with  the  extent  and  nature  of  the 
business  transacted.  In  large  hotels,  particularly  where  the  charges 
are  uniform  on  a  floor,  and  differ  on  separate  floors,  the  business  of  each 
floor  is  recorded  in  separate  summaries.  At  least  two  books  should  be 
kept  for  use  on  alternate  days.  Thus,  one  clerk  has  the  uninterrupted 
use  of  one  for  the  posting  up  of  the  bills  for  the  previous  day's  business, 
while  the  other  book  is  in  the  hands  of  a  second  clerk,  who  enters  up  the 
visitors'  names  and  numbers  of  apartments,  brings  forward  previous  day's 
balances,  etc.  and  advances  the  account  as  far  as  possible  in  readiness  to 
receive  the  charges  of  the  current  day.  In  entering  up  the  accounts  in  the 
Daily  Summary,  the  order  observed  is  that  of  the  numbers  of  the  apartments, 
and  the  particulars  are  obtained  from  the  Bough  Day  Book  as  to  charges  for 
apartments,  food,  baths,  fires,  cigars,  wines,  etc.  supplemented  by  the  Hall 
Porter's  Book,  Carriage  Order  Book,  Theatre  Order  Book,  Washing  Book, 
and  various  tickets  from  other  departments  in  respect  of  outlays  on  behalf  of 
visitors.  The  inclusive  terms  to  boarders  are  based  on  certain  charges 
for  the  various  items  included,  and  the  amount  is  divided  accordingly 
in  the  day's   summary,  although  the  account  to  the  boarder  is  rendered 
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in  one  sum.  The  charges  thus  obtained  (in  the  case  of  the  form 
given  below)  are  summed  up  vertically,  giving  the  total  debit  to 
each  visitor  for  the  day;  and  the  castings  made  horizontally  give 
the  total  credits  for  their  respective  accounts  or  branches  of  revenue,  the 
grand  total  of  business  for  the  day  agreeing  with  the  total  sum  of  the  debits 
to  visitors.  The  respective  balances  owing  by  visitors  are  brought  forward 
from  the  previous  day's  summary,  and  these  with  the  total  charges  for  the 
day  added,  represent  the  full  amounts  owing  by  the  visitors,  from  which  are 
deducted  any  items  of  cash  paid  or  allowances.  The  balances  remaining  are 
in  turn  carried  forward  to  the  next  day's  account. 


(Folio.) 
(Date.) 

m 

Daily  Summary 

Apartments  No. 

Continued 
for  say  80 
columns  to 

Name. 

£  s.  d. 

i 
i 

i 

1 

an  opening. 

Apartments    . 
Baths 
Fires 
Lights    . 
Attendance     . 
Sundries 

£  «.  rf. 

£  i.  d. 

£  $.  d.  '  £  $.  d. 

i 

1 

1 
i 

• 

£  t.  d. 

£  $.  d. 

£  b.  d. 

£,  s.  iL 

£  b.  d. 

Paid  out 
Washing 
Carriages  and  Gabs 

Breakfast 
Lunch     . 
Dinner    . 
Tea  and  Coffee 
Supper    . 
Servant's  Board 
Sundries 

Wines     . 
Spirits    . 
Minerals 
Ale,  Stout,  Ac. 
Liqueurs 

i 

Cigar- Room     . 
Restaurant 
Hairdressing  Saloon 
Bar 
1  Billiard-Room 

i 

i 
i 

i 

Day's  Total 
Brot  forward 

i 
i 

i 

1                              i 
1                              i 

Dr.  Total 

Cr.  Cash  Received  . 

Deductions 

To  Ledger 

i 

1 
1 

i 

Carried  forward 

i 

i 

| 
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Visitors'  Sundries  Ledger 

The  Daily  Summary  is  primarily  intended  for  current  accounts  only,  and 
when  the  visitor  has  left  the  hotel,  his  account,  if  unpaid,  is  carried  to  the 
Visitors'  Sundries  Ledger,  which  is  a  small  Ledger  used  for  this  purpose,  and 
also  for  other  debtors,  in  respect  of  sales  of  wines,  cigars,  etc.,  when  credit  is 
given.  Hotel  business  is  mainly  conducted  on  cash  principles,  and  the 
manager  should  see  that  credit  is  given  only  to  customers  known  to  him. 
This  Ledger,  in  addition  to  the  debit  and  credit  columns,  should  have  a 
column  in  which  to  enter  the  dates  of  sending  statements  of  account  and 
requests  for  payment,  etc.  The  accounts  in  this  Ledger  have  a  tendency  to 
accumulate  where  the  management  is  not  of  the  strictest.  A  list  should, 
therefore,  be  prepared  at  least  monthly,  giving  particulars  as  to  age,  etc. 

Weekly 
Summary  of  Business  for  Week 


1 

Particulars. 

i 
Monday. 

Tuesday. 

Wednesday. 

Thursday. 

£         8.       d. 

Lights          ...... 

Sundries 

£       s.      d. 

£       *.      d. 

£       ».      d. 

I 

i 
i 

Tea  and  Coffee 

i 

i 
r 

1 
i 
i 
i 

Hairdressing  Saloon    .... 
Bar 

I 

i 
i 

i 
I 

1 

i 

i 

of  all  accounts  outstanding  thereon,  and  this  should  have  the  manager's 
attention. 

Where  a  wholesale  department  exists  this  Ledger  is  enlarged  accordingly. 
Even  in  the  absence  of  such  there  may  be,  in  addition  to  the  ordinary 
business,  occasional  sales  of  wines,  cigars,  etc.  Tickets  for  such  are  made 
out  in  the  cellar,  cigar-room,  etc.,  and  forwarded  to  the  office,  where  they  are 
entered  in  the  Daily  Summary.  They  are,  however,  kept  distinct  from  the 
ordinary  business  of  the  department,  being  marked,  both  in  this  and  in  the 
Weekly  Summary,  as  "  Special  Sales."  The  profit  on  transactions  of  this 
sort  is  shown  as  a  separate  item  in  the  trading  account.     The  receipts  of 


HOTEL  ACCOUNTS 


289 


the  departments  concerned  are    not   thereby  unduly  inflated,   and   fair 
comparisons  from  year  to  year  are  facilitated. 

Owing  to  the  number  of  Daily  Summaries,  and  because  of  their  use  on 
alternate  days,  a  clear  day-by-day  record  of  the  whole  of  the  receipts  under 
the  various  heads  becomes  desirable.  Such  a  record  is  called  the  Weekly 
Summary.  The  work  on  the  Daily  Summaries  is  thus  simplified.  The 
day's  total  for  each  branch  of  the  receipts  is  transferred  to  the 
Weekly  Summary.  The  seven  columns  of  daily  receipts  are  then  summed 
up  for  the  week  and  grouped  in  convenient  totals  for  posting  to  the  Im- 
personal Ledger  or  the  Trade  Ledger.  When  the  total  business  for  the 
month  is  required  a  break  must  be  made  in  the  Weekly  Summary  at  the 
end  of  each  month,  the  parts  of  the  week  being  divided  between  the  two 


Summary 


ENDED     

19         . 

Friday.             Saturday. 

Sunday. 

Ledger 
Folio. 

Weekly  Totals. 

Posting  Totals. 

Special  Sales. 

£«.<*. 

£       s.      d. 

£       a.      d. 

£*.<*. 

£       s.      d. 

£       s.      d. 

1 

months  where  necessary,  each  part  being  summed  up  and  posted  in  a  similar 
manner  to  the  full  weekly  amounts.  The  Ledger  accounts  credited  are  those 
ultimately  appearing  in  the  Annual  Trading  Account  as  sources  of  revenue. 
Abnormal  trade,  special  sales,  etc.,  should  be  entered  in  red  or  otherwise 
noted.     This  enhances  the  value  of  the  book  for  statistical  purposes. 

The  form  of  ruling  given  above  is  generally  recommended.  Where 
separate  business  on  each  floor  is  to  be  shown,  the  addition  of  short  width 
leaves  is  necessary,  the  total  for  the  whole  hotel  being  cast  up  on  the  right 
of  the  opening  and  posted  therefrom  to  the  Ledger.  The  Ledger  may  also 
be  ruled,  showing  in  columns  the  receipts  for  each  floor. 

vol.  m  19 
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BUI  Forms/or  Visitors,  etc. 
(1)  FoBii  for  Wine  Sales,  Visitors  on  Inclusive  Terms,  Boarders,  etc. 

(Date) 


To  the 


Hotel. 


(2)  Form  for  Visitors  for  Short  Periods  not  exceeding  Four  Days. 

Bills  presented  Weekly.     Special  printed  Form  of  Receipt  given  on 

Settlement  of  this  Bill. 


(Date). 

(Date). 

1 

(Date). 

(Date). 

Brought  forward    . 

Apartments         .... 

Baths 

Fires  and  Lights 

£       s.      d. 

i 

£       8.      d. 

\     £,         8.       & 

1 
1 

i 

•    £       s.      d. 

1 

i 
i 

i 

Luncheons,  etc.  . 

Dessert  and  Ices  . 
Biscuits  and  Sandwiches 
Teas  and  Coffee  . 

Milk,  Gruel,  etc. 
Servants'  Board  . 

m 

i 

Claret 

Champagne          .... 

Hock 

i 
1 

4 

1 

Whisky 

Gin  and  Hollands 

1 

Ale,  Stout,  etc 

Aerated  Waters   .... 

i 

Cigars,  etc.  ..... 

1 
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Or— 


Brought  forward 

Apartments 

Attendance 

Baths  . 

Fires  and  Lights 

Breakfast 

Lunch 

Tea  and  Coffee 

Dinner 

Supper 

Wines 

Spirits 

Minerals 

Paid  out,  etc. 


(Date). 


(Date). 


«.      cL 


8.        (I. 


(3)  The  form  for  visitors  staying  beyond  four  days  is  similar  to  No.  2, 
with  the  addition  of  three  further  cash  columns  to  complete  the  week. 

In  many  hotels,  bills,  although  made  out  daily,  are  not  presented  to  the 
visitor  until  the  date  of  his  leaving,  unless  previously  asked  for. 


Daily  Cash  Receipt  Book 


Visitor's 
No. 

Name. 

Receipt 

• 

A 
A 

Allow- 

Amount received. 

No. 

-** 

c 

ances. 

D.  S. 

Ledger. 

£    s.    d. 

£      «.    d. 

£     ».    d. 

2000 


Received  of 


(Date) 


the  undernoted  amount  as  per  Bill  rendered 

For  Hotel. 


£ 


Cashier. 


When  cash  is  received  from  a  visitor  in  payment  of  his  bill  the  cashier 
gives  a  receipt  for  the  amount  paid.  These  receipts  are  bound  in  books, 
and  are  similar  in  size  and  detail  to  the  form  shown  above.  They  are 
usually  written  out  in  indelible  pencil,  and  a  carbon  copy  is  retained  in  the 


292 


HOTEL  ACCOUNTS 


book,  which  is  interleaved  with  plain  sheets  for  that  purpose.  Both  stamped 
and  unstamped  forms  are  necessary,  and  they  are  gummed  on  the  back  so 
that  they  can  be  readily  attached  to  the  visitor's  bill. 

The  Daily  Cash  Receipt  Book  should,  if  possible,  be  entered  up  as  the 
cash  is  received,  the  allowances  being  also  noted  therein  at  the  same  time. 
The  Daily  Summary  accounts  and  Ledger  accounts  should  be  kept  distinct 
and  entered  in  separate  columns.  The  Ledger  accounts  require  constant 
attention,  and  their  recovery  is  thus  brought  to  the  notice  of  the  manager. 
The  allowances  should  also  be  examined  and  initialled  by  him,  especially 
those  over  a  fixed  amount.  Two  of  these  cash  books  are  required  for  use  on 
alternate  days.  The  total  cash  received  for  the  day  is  agreed  with  the  Daily 
Receipt  Book  and  paid  into  bank.  The  cashier  is  usually  provided  with 
a  cash  float  in  the  event  of  change  being  required,  and  this  sum  should 
remain  intact  when  all  receipts  have  been  banked. 

The  cashier  usually  renders  to  the  manager  a  weekly  statement  of  the 
balances  on  the  various  cash  accounts,  giving  particulars  of  the  cash,  etc. 
representing  same.  This  the  manager  verifies  by  counting  the  cash  in 
hand.     The  statement,  if  correct,  is  initialled  by  him  and  filed  for  reference. 


Petty  Cash  Book 


Date. 

Amounts 
Received. 

Amounts  paid. 

FOllO.                               jr&rucuiars. 

V.D. 

HoteL 

Kitchen. 

Ledger 
Accounts. 

£     *.     d. 

£    «.    d. 

£    s.    d. 

£    «.    <L 

£    s.    <L 

The  tabular  form  of  Petty  Cash  Book  does  not  differ  materially  from  that 
in  use  in  other  businesses.  In  practice  the  column  for  receipts  is  frequently 
dispensed  with  (presumably  to  prevent  its  being  used  for  the  entry  of  small 
sums  received  from  debtors),  in  which  case  the  cheques  drawn  from  bank 
(the  only  sums  received)  are  noted  at  the  top  of  each  page.  The  last  cheque 
drawn  each  month  should  be  sufficient  to  settle  the  total  amount  paid,  and 
also  provide  a  round  sum  as  a  float  to  commence  the  following  month.  In 
the  V.  D.  column  are  entered  disbursements  made  on  behalf  of  visitors,  the 
apartment's  number  being  added.  Such  sums  are  posted  from  this  book  to 
the  Bough  Day  Book  each  day.  Where  many  payments  are  made  for  visitors  a 
subsidiary  Hall  Porter's  Book  is  kept,  and  the  daily  totals  are  entered  there- 
from into  the  Petty  Cash  Book.  The  Hall  Porter's  Book  is  examined  by  the 
cashier  each  day,  and  if  correct  the  amounts  paid  are  reimbursed  to  him 
from  the  petty  cash.  The  debits  to  the  visitors'  accounts  are  posted  from 
the  original  entry. 

The  other  columns  are  for  sundry  payments  for  carriage,  small  purchases, 
and  other  expenses  of  the  principal  departments,and  also  a  "Ledger  Accounts" 
column  in  the  usual  form,  the  postings  being  made  therefrom  to  the  Ledger 
Accounts  individually. 
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(Page). 


General  Cash  Booh 

Receipts. 


Date. 

n 

Particulars  of  Entry. 

1 

■ 

Discounts 
allowed. 

Trading. 

9    * 

P 

General. 

Bank. 

Visitors. 

Sundries. 

i 

r 

£    «.    <i. 

£    «.    d. 

£    s.    d. 

£    *.    d. 

£    $.    d. 

PAYMKNT8. 


(Page). 


Voucher  No. 

Particulars  of  Entry. 

Discounts 
Received. 

Trading. 

P 

General 

Bank. 

•^f-*     Sundries, 
men. 

£    a    d. 

£    *.    d. 

£    «.    d. 

£    5.     d.» 

£    *.    d. 

The  above  is  a  simple  form  of  Cash  Book.  It  is  advisable,  especially  in 
the  case  of  companies,  to  have  separate  cash  columns  to  distinguish  the 
visitors',  tradesmen's,  and  other  trading  items  from  the  transactions  in 
regard  to  capital,  shareholders,  administrative  charges,  interest,  investments, 
dividends,  transfer  fees,  etc.,  which  transactions  are  posted  to  a  general  or 
private  Ledger,  and  affect  the  profit  and  loss  and  balance  sheet.  The  above 
ruling  may  be  adapted  to  the  use  of  one  or  more  banking  accounts  without 
the  necessity  of  breaking  up  the  cash  account  into  two  books. 

The  receipts  should  be  paid  into  bank  daily,  and  all  payments  made  by 
cheque.  As  to  cash  received,  the  totals  from  the  Daily  Cash  Receipt 
Books  are  entered  in  the  Trading  and  Allowances  columns,  and  such  items 
as  receipts  on  capital  accounts,  interest  on  investments,  investments 
realised,  transfer  fees,  etc.,  are  entered  in  the  General  column.  The  allow- 
ances should  be  marked  daily  to  denote  the  account  chargeable,  summarised 
at  the  end  of  the  month,  and  posted  to  the  debit  of  the  respective  accounts 
in  the  Ledger. 

As  to  payments,  the  cheques  drawn  for  tradesmen's  bills,  wages,  petty 
cash,  etc.,  are  entered  in  the  Trading  columns,  and  cash  discounts  received 
in  the  column  provided  for  same.  All  cheques  drawn  for  directors'  fees, 
law  costs,  audit  fees,  secretarial  expenses,  income  tax,  additional  building 
or  equipment,  capital  invested,  as  also  all  warrants  for  interest  and 
dividends  paid,  are  placed  in  the  General  column.  The  division  of  the 
items  into  separate  columns  is  made  to  assist  in  the  separate  balancing  of 
each  Ledger. 

Dividend  and  Interest  Payable  Book 

In  the  case  of  companies  having  a  large  number  of  shareholders  or 
debenture  holders,  a  Dividend  and  Interest  Payable  Booh  is  used  in  place 
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of  entering  the  warrants  in  the  Cash  Book.  This  obviates  searching 
for  the  ordinary  cash  entries  amongst  hundreds  of  warrants  for  interest 
and  dividends.  In  the  Dividend  Book  shareholders'  names  are  arranged 
alphabetically,  and  particulars  as  to  number  of  warrant,  tax,  etc.,  are  also 
given,  thus  constituting  the  book  a  valuable  one  for  reference.  The  follow- 
ing form  is  in  general  use : — 

Dividend  and  Interest  Payable  Book 
@       per  cent  per  Annum,  payable  on 


No.  of 
Warrant 

Regd. 
Folia 

To  whom  payable — 
Name  and  Address. 

Stock  or 
Shares. 

Gross. 

Less  Tax  @ 
per£l. 

Amount  of 
Warrant. 

Date 
paid. 

i 

i 

£,  s.   <L 

£     s.   d. 

£    a.    d. 

The  usual  certificate  of  posting  is  added  at  the  end  of  the  list  and 
signed  by  a  witness  in  this  form : — 

"  The  warrants  specified  above  were  posted  by  me  at  P.  O.  on 

day  of  at  p.m."  (Signed.) 

When  a  book  of  this  description  is  used  it  is  only  necessary  to  enter  in 
the  Cash  Book  the  total  of  the  warrants  issued.  This  amount  should  not 
be  posted  to  the  Ledger,  but  two  equivalent  sums  should  be  posted  from  the 
Dividend  Book — namely,  the  gross  total  of  dividends  and  interest  to  the  debit 
of  their  respective  accounts  in  the  Private  or  General  Ledger,  and  the  total 
deductions  of  tax  to  the  credit  of  Income  Tax  Account. 

Only  cash  receipts  in  the  General  column  require  posting  to  the  Ledger; 
those  in  the  Trading  column,  having  all  been  credited  to  the  respective 
sources  of  revenue  through  the  Daily  Summary,  find  their  way  to  the  Ledger 
through  the  Weekly  Summary.  All  cash  or  other  sales  in  bar,  cigar-room, 
billiard-room,  etc.,  are  accounted  for  to  the  office  daily.  The  duplicates  of 
the  tickets  issued  in  each  department  during  the  day  are  totalled  up  in  a 
Takings  Book,  and  the  cash  agreed  and  handed  over  to  the  cashier,  who 
initials  and  returns  the  Takings  Book.  The  departmental  sales  are  then 
entered  in  the  Daily  Summary  to  the  debit  of  Visitors'  Accounts,  or  to  a 
Chance  column  when  the  sales  are  to  non-residents,  and  to  the  credit  of 
the  respective  departments.  Such  an  arrangement  simplifies  the  posting 
to  the  Ledger.  It  also  avoids  the  duplicate  classification  of  receipts  or  sales 
occasioned  by  the  analysis  of  both  Sales  Day  Book  and  Cash  Book,  and 
presents  a  full  and  complete  record  of  business  done  in  the  Daily  and 
Weekly  Summaries.  The  allowances  to  visitors  are  marked  to  distinguish 
the  department  chargeable.  They  are  usually  of  very  trifling  amount,  and 
are  summarised  at  the  end  of  the  month  and  posted  to  the  debit  of  the 
Ledger  accounts  of  the  departments  accountable  for  same. 

The  payments  will  consist  mainly  of  tradesmen's  accounts,  and,  when- 
ever possible,  they  should  be  entered  in  the  Cash  Book  alphabetically. 
They,  along  with  other  cheques  entered  in  the  Trading  column,  should  be 
posted  to  personal  accounts  only.  The  whole  of  the  items  in  this  column 
should  have  corresponding  credits  either  in  the  Analysis  Book  of  Purchases 
and  Expenses,  the  Wages  Book,  or  the  Petty  Cash  Book. 

The  discounts  received  are  also  marked  to  distinguish  the  department 
to  be  credited.     They  are  usually  of  trivial  amount,  the  trade  and  other 
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discounts  having  been  deducted  on  the  statements  in  the  first  place,  when 
entered  as  purchases  or  expenses.  A  summary  is  made  at  the  end  of  the 
month,  and  the  postings  carried  therefrom  to  the  Ledger  accounts. 

The  vouchers  for  payments  should  either  be  filed  in  a  Voucher  Guard 
Book  or  Book  File,  or  attached  to  the  statements  in  the  Invoice  File,  and 
be  referred  to  accordingly  by  number  in  the  Cash  Book. 


Billiard-Room 

"When  cash  is  taken  in  the  billiard-room  the  following  form  of  Takings 
Book  may  be  used : — 

Pate.) 


Billiard*. 


o 

« 
3 


i 

6 

a 


a 


"8 

"3 

I 


s.   d. 


Other  Games, 


o 
« 

3 


•1 

gg 

■ 

2*8 

BI 

Ti 
Anil 

8 

J 


.c 

1 


8.   d. 


This  book  is  entered  up  and  initialled  by  the  attendants,  and  handed 
over  with  the  cash  received  each  day.  It  is  checked  in  the  office,  and 
receipt  given  by  the  cashier  for  the  amount  of  cash  taken. 

Order  Books 


•^•o 


•o  E 


No. 


Address.... 
Date. 


Please  supply  the  undernoted  goods  to  the 


Hotel  :— 


J   required  by 


Manager. 


In  well-conducted  hotels  it  is  the  rule  that  all  goods  required  shall  be 
ordered  by  special  forms  signed  by  the  manager.  The  Order  Books  which 
are  used  for  this  purpose  are  interleaved  for  the  usual  carbon  duplicate  or 
triplicate  of  the  original  order.  The  order  itself  is  forwarded  to  the  trades- 
man, the  duplicate  is  sent  to  the  goods  receiving  office,  while  the  third  copy 
remains  in  the  Order  Book  for  reference.  The  orders  are  numbered  con- 
secutively. In  the  event  of  a  cancellation  notice  should  be  sent  to  the 
goods  receiving  office. 

Additional  Order  Books  are  frequently  used  for  wines,  when  this  or 
other  branch  of  the  buying  is  in  the  charge  of  an  expert  other  than  the 
manager. 
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Goods  Received  Book  (Goods  Inwards) 


Date. 

Tradesmen. 

Description. 

Weight  or 
Quantity. 

Price. 

Department. 

Remarks. 

Hotel. 

Kitchen. 

Cellar. 

Bar. 

Sun- 
dries. 

£  8.   d. 

The  goods  receiving  office  is  always  in  close  proximity  to  the  goods 
entrance  of  the  hotel.  The  weight  and  quantity  of  the  goods  arriving  can 
thus  be  readily  checked  with  the  duplicate  of  the  order  and  with  the 
delivery  tickets.  Corrections  as  to  weight  or  price  are  noted  thereon  where 
necessary,  and  the  particulars  entered  in  the  Goods  Eeceived  Book.  The 
quantities  forwarded  to  the  respective  departments  are  entered  in  columns 
ruled  for  this  purpose. 

The  delivery  tickets  are  initialled  by  the  storekeeper  of  each  department 
on  receipt  of  the  goods.  These  tickets  are  carefully  preserved  until  the 
Pass  Book  or  invoice  has  been  handed  in.  The  invoices  are  then  checked 
and  agreed  with  the  tickets,  and  are  stamped  and  initialled  accordingly,  and 
forwarded  to  the  office.  The  rubber  stamp  used  should  be  sufficient  to 
record  the  initials  of  the  various  clerks,  etc.  through  whose  hands  the 
invoice  will  pass.     The  following  form  is  used : — 


Amount 


Goods  received 


Checked 


Ledger  folio 


Audited 


In  hotels  where  Departmental  Store  Accounts  are  kept  the  following 
form  of  Kitchen  Stock  Sheet  will  serve  as  an  example  of  sheets  or  book  to 
record  particulars  of  goods  ordered,  received,  and  remaining  in  stock,  as 
entered  up  daily  by  the  clerk  or  storekeeper : — 


Kitchen  Stock  Sheet  for  week  ending 


Name. 


Monday. 


Tuesday. 


Wednesday.  '    Thursday. 


"8 

u 

I 


'Jl 


I 
o 


"8  i 


is 

1    02 


c 


"8 
> 

0> 


X 


72 


"8 

« 

o 


-8 
> 

o 


00 


Friday. 


I 

o 


■-    '  M 
3D 


o> 


Saturday. 

Sunday. 

1 

•E 
o 

• 

"8 
> 

1 

s 

72 

Ordered. 

Received. 

OQ 
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Goods  Outwards  Book 

Date. 

Consignee. 

Address. 

Carriers. 

Description. 

Cases. 

Weight 

or 

Quantity. 

Department 

and 
Remarks. 

This  book  records  particulars  of  all  goods  leaving  the  hotel 


Finance  Book 


Name. 


Folio 
I.  B. 


Month. 


Gross. 


£     s.     d. 


Discount. 


Cheque 
drawn. 


£     s.     d.  !  £     s.     ci, 


Remarks. 


Owing  to  the  business  of  hotel-keepers  being  largely  for  cash  they  are 
enabled  to  purchase  on  advantageous  terms  by  paying  all  accounts  weekly 
or  monthly.  On  the  completion  of  the  week  or  month  the  Pass  Books  and 
statements  are  received  from  tradesmen.  They  are  checked  with  the 
delivery  notes  as  to  weight,  quantity,  and  description,  etc.  of  the  goods 
received,  such  delivery  notes  or  tickets  having  been  checked  and  initialled 
by  the  goods  receiving-clerk  of  each  department  at  the  time  of  delivery 
of  the  goods.  The  statement  or  invoice  is  then  initialled  by  the  clerk 
responsible.  Similarly,  a  clerk  checks  the  Pass  Book  or  invoice  with  the  list 
of  contract  and  other  prices,  checks  the  calculations,  and  deducts  the 
discount  in  accordance  with  the  terms  of  payment,  at  the  same  time  making 
any  necessary  adjustments  on  the  statement,  which  he  initials  as  checked. 

A  great  part  of  the  goods  received  being  for  immediate  consumption 
they  are  forwarded  at  once  to  the  respective  departments  for  which 
they  have  been  ordered;  the  goods  receiving -clerk  is  in  a  position,  by 
referring  to  his  Goods  Inwards  Book,  to  apportion  the  account  where 
necessary,  the  names  of  the  departments  and  the  amounts  chargeable 
thereto  being  noted  on  the  statements.  The  various  statements,  with 
relative  invoices  attached,  are  then  arranged  alphabetically,  and  filed  in  a 
convenient  manner  for  examination  by  the  Board  or  manager.  A  list 
thereof  is  written  into  the  Finance  Book,  or  on  sheets  ruled  as  suggested 
above,  the  date,  week,  or  month  covered  by  each  statement  being  noted  on 
the  list.  This  list  should  be  reconciled  with  the  corresponding  analysis  of 
purchases.  Such  accounts  as  have  been  unpaid  are  brought  from  the 
previous  month's  list  and  added  to  the  total  purchases,  and  the  sum  of  the 
cheques  drawn  on  the  present  month's  list  deducted  therefrom,  leaving  as  a 
balance  the  total  amount  owing  to  creditors.  The  advantages  of  this  course 
are  obvious  in  preparing  estimates  of  financial  position,  etc. 

The  Finance  Book  is  examined  by  the  Board  or  manager,  together  with 
the  necessary  statements,  Pass  Books,  and  invoices,  and  having  been  passed 
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it  is  stamped  accordingly  and  signed  by  the  chairman.  The  statements  are 
usually  initialled  by  the  manager,  and  the  cheques  in  payment  are  drawn 
and  signed. 

The  statements  and  invoices  are  thereafter  filed  alphabetically  and 
numbered,  the  analysis  of  same  being  also  filed  along  with  them.  Thus  the 
original  entry  can  be  readily  referred  to  directly  or  by  reference  from  the 
Tradesmen's  Ledger  account  or  Analysis  Sheet. 


Analysis  of  Purchases  and  Expenses  (or  Jov/rnal) 

(i) 


Folio. 

Hotel. 

Folio. 

Kitchen. 

Folio. 

Cellar. 

Folio. 

Repairs 

and 
Renewals. 

Folio. 

Visitors' 
Dis. 

Folio. 

General 
Expenses. 

£  *.  rf. 

£    3.    d. 

£    s.    d. 

£    *.    d. 

£    *.    d. 

£«.(/. 

(2) 


1 
1 

Folio. 

i 

i 

1             1                      1 
Cigars.      1  Folio,  j  Stationery.    Folio. 

M£Sr ,  ™* 

Folio. 

Miscel- 
laneous. 

Ledger 
Folio. 

£     s.      d.  \ 

I 
i 

i                     1 

£     s.      d. 

£      s.      d.  • 

£     s.      d. 

£    s.    d. 

The  tradesmen's  invoices  and  statements  having  been  previously  marked 
as  to  the  departments  or  accounts  chargeable,  it  becomes  a  simple  matter  to 
enter  the  amounts  on  the  Analysis  Book  or  Sheet  under  the  particular 
headings.  The  postings  to  the  credit  of  the  tradesman's  account  in 
the  Ledger  are  also  made  from  the  statements,  the  reference  numbers  of 
the  invoices  and  statement  being  entered,  while  the  Ledger  folio  is  noted  on 
the  statement  and  invoice.  The  invoice  or  statement  number  is  likewise 
entered  in  the  Analysis  of  Purchases.  The  references  being  direct  from  the 
Ledger  and  Analysis  Journal  to  the  statements  and  invoices  themselves,  and 
vice  versa,  a  great  deal  of  time  is  saved  in  referring  back  from  the  trade 
Ledger  to  the  original  invoices.  Without  referring  to  the  Ledger,  the 
statements  and  invoices,  when  alphabetically  arranged  and  with  consecutive 
references  from  week  to  week  or  month  to  month,  present  a  complete  record 
of  the  purchases  from  any  particular  tradesman,  which  can  be  very  readily 
discovered  and  referred  to. 

The  corresponding  double  entry  is  given  effect  to  by  posting  to  the  debit 
of  the  various  accounts  in  the  Ledger  the  totals  of  the  respective  columns  of 
the  Purchases  and  Expenses  Book.  The  Sundries  column  is  the  only  excep- 
tion. The  items  therein,  such  as  rents,  rates,  insurances,  accounts  of 
capital  expenditure  and  similar  items,  it  is  advisable  to  post  individually  to 
the  debit  of  their  respective  Ledger  accounts.  The  credit  notes  for  returns 
should  be  deducted  from  the  purchases. 

Transfers  between  one  department  and  another,  being  usually  calculated 
at  cost,  may  be  adjusted  on  the  Analysis  Sheet  by  adding  or  deducting  from 
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the  purchases  according  as  the  account  has  to  be  debited  or  credited  for  the 
supplies.  The  net  debit  to  the  account  will  thus  represent  normal  cost  to 
the  department  concerned. 

The  totals  of  each  column  should  be  added  together,  and  the  grand  total 
noted  on  each  monthly  or  weekly  page  of  the  Purchase  Journal. 

Cellar  Stock  Booh 
(1)  Monthly  Stock  Sheets. 


Description. 


Monthly  Issues. 


2nd  etc.  to  81st. 


Bots. 


Pts.  Bots. 


Pta. 


Bots. 


Pts. 


Total 
Consumption. 


Bots. 


Pts. 


Ullages, 

Breakages, 

etc. 


Remarks. 


Bots. 


Pts. 


(No.  ...) 


(2)  Stock  Book 
(Name  


Date  of 
Purchase. 

From  whom 
Purchased. 

No.  of 
Invoice. 

Cost  Price. 

qtn.1,                     Month's 
ow"              Consumption. 

Mags.  Bts. 

Pt«. 

Mags. 

Bts. 

Pts.    Mags. 

Bts. '  Pts. 

1 

1 

1 

Remarks. 


Each  item  on  the  wine-list  or  card  which  is  placed  before  the  visitor  is 
numbered.  These  numbers  correspond  with  the  numbers  of  the  cellar  wine 
bins,  and  in  the  same  way  indicate  the  position  of  the  various  wines,  etc. 
in  the  wine-room  or  other  dispensing  department.  Similarly  the  account 
of  each  brand  or  variety  of  wine,  or  other  liquor,  in  the  Cellar  Stock  Book 
bears  the  same  distinguishing  number,  as  also  do  the  Stock  Sheets  and  all 
requisition  Order  Sheets  from  the  various  departments  intended  for  the 
cellar,  wine-room,  bar,  etc. 

The  above  forms  are  generally  used,  No.  1  being  the  Monthly  Stock 
Sheet  recording  the  number  of  bottles  and  pints  of  each  variety  sold  daily. 
The  horizontal  castings  made  at  the  end  of  the  month  give  the  total 
consumption  in  bottles  and  pints  under  each  number  on  the  wine  list. 
There  is  also  a  column  for  losses  through  breakages,  ullages,  etc.,  and  a 
column  for  remarks. 

No.  2,  the  Cellar  Stock  Book. — The  above  is  one  of  the  simplest  and 
most  useful  forms,  each  number  and  item  on  the  wine-list  representing 
the  heading  of  an  account.  The  purchases  are  entered  up  from  the  invoices, 
as  to  date  of  purchase,  the  wine  merchant  from  whom  purchased,  the  number 
of  the  invoice,  the  cost  price  per  bottle,  and  the  quantity.  As  to  issues 
from  stock,  it  is  most  convenient,  owing  to  the  number  of  entries  necessary 
to  record  daily  sales,  to  use  the  Monthly  Stock  Sheets.     The  total  issues  of 
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the  various  kinds  for  the  month  are  posted  into  the  column  in  the  Stock 
Book  headed  Month's  Consumption.  These  totals  are  deducted  from  the 
stock  purchased,  and  deduction  is  also  made  therefrom  (in  red  figures)  in 
respect  of  breakages,  ullages,  or  other  form  of  waste.  A  line  is  then  drawn, 
and  the  figures  entered  thereunder  give  the  quantities  remaining  in  stock 
at  the  end  of  the  month.  This  should  agree  with  the  quantities  at  the 
periodical  stock-taking. 

Goods  Inward  and  Goods  Outward  Books  are  kept  by  the  cellarman,  and 
are  entered  up  on  receipt  or  despatch  of  all  goods.  Sales  from  the  cellar  are 
advised  to  the  office  by  ticket  giving  particulars,  from  which  the  Customer's 
Ledger  account  is  debited  with  the  amount.  In  the  event  of  goods  Bold 
being  returned,  a  credit  ticket  will  be  forwarded  to  the  office  to  enable  the 
book-keeper  to  adjust  the  account. 

Stocks  of  wine  or  spirits  in  bulk  should  have  separate  accounts  in  the 
Cellar  Stock  Book,  a  transfer  being  made  from  such  accounts  to  the  Bin 
account  for  the  quantity  withdrawn  for  bottling  purposes.  When  spirits 
are  reduced  the  strength  and  quantity  are  stated  in  the  Stock  Book  both 
before  and  after  being  diluted. 

For  goods  in  bond  the  usual  form  of  Bonded  Stock  Book  is  as  follows : — 


Date 

when 

Bonded. 

Invoice 
No. 

Merchant 
of  whom 
Received. 

Cask 
or 

Case 
No. 

Kind 

or 

Quality. 

Contents. 

Where 
Bonded. 

Date 
Cleared. 

1  Duty  In- 
|  voice  No. 

Contents 

when 
Received. 

Remarks. 

Wine-Boom 

The  wine-room  is  usually  in  a  central  position  adjacent  to  the  dining- 
rooms.  A  small  and  varied  stock  of  the  most  saleable  descriptions  of  wines, 
spirits,  etc.,  is  stored  in  this  department.  The  issues  therefrom  are  made 
upon  receipt  of  waiters'  tickets  giving  the  number  on  the  wine-card  of  the 
wine,  etc.,  ordered.  The  sales  of  each  day  are  noted  on  a  printed  duplicate 
Order  Sheet.  One  copy  of  this  sheet  is  forwarded  to  the  wine  cellar,  and 
the  quantities  stated  thereon  are  made  good  out  of  cellar  stock  daily.  Thus 
the  stock  in  the  wine-room  is  replenished  anew  each  morning  in  readiness 
to  commence  the  business  of  the  day.  A  Monthly  Stock  Sheet  is  entered  up 
daily  from  the  Order  Sheet,  giving  the  number  of  bottles  and  pints  of  each 
variety  consumed.  This  is  forwarded  to  the  office,  where  it  is  agreed  with 
the  cellar  issues  for  the  month.  There  may  be  sales  to  chance  visitors  from 
the  wine-room.  The  cash  received  for  same  is  entered  in  a  Takings  Book. 
This  book,  along  with  the  cash,  is  handed  into  the  office  daily,  and  the 
usual  form  of  receipt  is  made  out  by  the  cashier  and  attached  to  the  book 
in  the  same  way  as  would  be  done  when  receiving  payment  of  a  visitor's 
bill.  In  hotels  where  one  wine-room  serves  all  the  floors  the  different 
coloured  waiters'  tickets  indicate  the  floor  whence  the  order  originated. 
The  restaurant,  bar,  cigar -room,  etc.,  are  generally  conducted  on  lines 
similar  to  the  wine-room,  the  stocks  and  sales  representing  daily  supplies 
from  the  kitchen,  cellar,  cigar,  store-rooms,  etc.,  each  of  the  issuing  depart- 
ments receiving  a  separate  order  from  the  restaurant,  bar,  etc.  The  chance 
sales  may  be  classified  under  the  various  heads  of  receipts,  or  entered  in  total 
as  a  separate  heading  in  each  department. 
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General  Stock  Book 


1903. 
July 


1 
»i 

>i 
2 


Stock   . 
Purchases 


Issues 
Stock  . 


•  { 


Etc. 


Sugar. 
lbsT 

Soap, 
lbs. 

Matches, 
doz. 

Etc. 

20 

i 
50 

30 

1 

112 

10 

H.5 

C.  2 

E.  2 

H.5 

122 

43 

23 

Goods  not  immediately  required  for  use  in  any  particular  department 
are  entered  into  stock  and  issued  as  required.  A  Stock  Book  in  the  above 
form  may  be  used  for  hotel,  kitchen,  cigar,  or  other  stocks  which  do  not 
necessarily  require  to  be  replenished  daily.  The  first  items  to  the  debit  of 
each  account  agree  with  the  stocktaking.  The  purchases  are  entered  up 
from  the  delivery  tickets  when  the  goods  are  received.  The  issues  are 
entered  up  daily  from  the  requisition  orders  to  the  credit  of  the  account, 
the  difference  being  the  stock  on  hand  to  commence  the  next  day.  At  the 
end  of  the  week  the  credit  column  is  summed  up,  the  total  representing  the 
quantities  consumed.  The  purchases  for  the  week  are,  of  course,  easily 
ascertained  by  deducting  the  opening  stock  from  the  consumption,  and 
adding  thereto  the  closing  stock.  To  verify  this,  cast  up  the  items  of 
purchases  under  each  account.  From  the  results  obtained  the  Weekly 
Statement  of  the  department  may  be  prepared. 

Plate,  Cutlery,  etc.,  Stock  Book  (also  Linen  Stock  Book) 


Date. 

Particulars. 

Cost 
Price. 

Invoice 
No. 

Entered 

into 

Stock. 

Issued. 

Disposed 
of. 

Remarks. 

A  Ledger  account  in  the  above  form  is  opened  for  each  variety  of 
articles.  The  opening  stock,  purchases,  issues,  and  articles  worn  out,  broken, 
etc.,  are  entered  in  the  respective  columns  provided  for  same.  Articles  sent 
out  for  washing,  etc.,  are  noted  in  the  Washing  Book.  This  book  has  the 
usual  carbon  duplicate,  and  the  form  despatched  with  the  goods  gives 
particulars  as  to  numbers  and  description  of  articles,  and  has  also  columns 
for  the  numbers  returned  and  for  shortages. 


Furniture,  etc.,  Stock  Book 


No. 


Date. 

Purchased,  etc. 

Invoice 
No. 

Suites. 

Bedsteads. 

Carpets. 

Etc.,  etc. 

Cost .... 
Replaced  . 
Renewed  . 
Sold. 
Removed  to  Ko. 
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A  Ledger  account  for  each  room  in  the  hotel  in  the  above  form  will  be 
found  to  be  useful  in  questions  concerning  value  for  sale,  depreciation, 
insurance,  repairs  and  renewals,  etc. 

Register  of  Servants 

This  is  an  alphabetical  index  of  all  servants,  showing  the  following 
details  arranged  in  columns  horizontally : — Name,  address,  date  of  engage- 
ment, capacity  employed,  date  commenced  duties,  date  of  leaving,  cause  of 
leaving,  general  character,  references,  etc. 

The  following  form  of  application  for  employment  is  useful,  especially 
where  a  staff  has  to  be  engaged  at  short  notice.  The  forms  received  are 
filed  for  reference. 


Employment  A\ 

Nature  of  appointment  or  situation  desired   . 

oplication  Form 

Salary  or  wages  expected       .... 

Where  last  employed      . 

For  how  long          . 

Date  and  reason  of  leaving     . 

- 

Particulars  of  any  previous  engagements  you 
may  wish  to  mention      .... 

Name  and  address  of  references 

Note. — Please  give  full  particulars  and  forward  to  the  Manager  of  the  Hotel. 


Time  Book  for  Week  ending. 


No. 

Name. 

Monday,  etc. 

8unday, 

Total 

Timo 

ou  Duty. 

Time 
Lost, 

Remarks. 

Fines. 

i 

*.     d. 

Wages  Book 


No. 

Name. 

Occupation. 

Rate. 

July. 

Aug. 

Sept 

Oct.,  etc.,  to  June. 

Remarks. 

i 
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One  or  more  pages  are  allocated  to  each  department  for  the  year.  For 
example,  take  the  hotel  wages.  The  pages  or  folios  reserved  for  this  account 
are  so  named.  The  names  of  the  servants  of  that  department  who  are  paid 
monthly  wages  are  entered  up,  sufficient  space  being  allowed  for  additions 
under  each  class  of  servant  employed.  Then  follow  the  names  of  servants 
who  are  paid  weekly,  with  blanks  to  allow  for  changes.  As  there  may  be 
four  or  five  pay  days  per  month,  the  names  will  require  to  be  entered  up  five 
times.  That  will,  however,  serve  for  the  fifty-two  weeks.  There  are  thus 
one  monthly  total  and  four  or  five  weekly  totals  for  each  month  to  be  added 
together.  This  total  being  obtained,  a  slight  adjustment  is  necessary  in  order 
to  ascertain  the  correct  amount  of  wages  for  the  month,  viz. : — Deduct  the 
wages  of  the  last  few  days  of  the  previous  month  included  in  the  first  pay 
day,  and  add  the  wages  accrued  and  unpaid  at  the  end  of  the  month.  This 
latter  item  should  be  brought  into  the  trial  balance  at  that  date  as  a  credit 
balance  on  the  general  wages  account  in  the  Trade  Ledger. 

In  the  event  of  one  department  being  indebted  to  another  for  labour 
during  the  month,  it  can  be  readily  adjusted  by  adding  and  deducting  from 
the  totals  of  the  respective  departments  in  the  Wages  Book,  the  results 
obtained  being  as  nearly  as  possible  the  correct  charge  for  labour  expended 
in  the  particular  department  during  the  month. 

This  total  having  been  arrived  at,  is  posted  to  the  debit  of  the  Ledger 
account. 

Day  or  casual  labour  is  usually  paid  for  out  of  cash  in  hand.  It  may, 
however,  if  desired,  be  reimbursed  and  included  in  the  next  weekly  wages 
cheque. 

The  information  required  in  preparing  the  Wages  Book  is  obtained  from 
the  Time  Book,  where  short  time,  special  work,  overtime,  fines,  and  such 
matters  are  duly  recorded.  The  Wages  Book  is  at  the  same  time  a  personal 
Ledger  containing  an  account  for  each  employee  of  the  hotel.  The  cross 
cast  showing  the  total  wages  of  each  servant  for  the  twelve  months,  or 
fifty-two  weeks,  should  be  made  at  the  end  of  the  year,  and  agreed  with 
the  sum  of  the  monthly  totals.  It  is  advisable  to  open  a  wages  account 
in  the  Trade  Ledger,  and  to  post  from  the  Wages  Book  the  monthly  totals 
payable  to  the  credit  of  this  account.  The  cheques  drawn  from  wages 
should  also  be  posted  to  the  debit  side  of  this  account.  Any  surplus  or 
shortage  on  the  wages  cheques  can  thus  be  readily  traced  and  adjusted. 
Should  a  servant  be  employed  in  more  than  one  department  the  full  amount 
of  his  week's  or  month's  wages  is  usually  entered  in  the  Wages  Book  for  one 
department,  and  the  necessary  adjusting  entry  made  in  the  Transfer  Journal. 

The  Wages  Book  should  be  initialled  by  the  respective  clerks  who  have 
checked  and  paid  the  amounts.  Unclaimed  wages  should  be  handed  over 
to  the  cashier,  and  paid  into  bank. 

Fines  on  account  of  time  lost,  breakages,  etc.,  are  handed  over  to  the 
custody  of  the  manager,  to  be  held  by  him  for  the  Servants'  Sick  or  Accident 
Fund,  and  the  amount  thereof  should  be  entered  in  a  book  for  the  purpose. 

General  Journal 

This  is  ruled  in  the  usual  form.  In  the  case  of  a  company  it  will  con- 
tain the  original  entries  as  to  capital,  allotment,  purchase,  and  all  entries 
required  by  the  minutes  of  Board  and  general  meetings  not  otherwise 
recorded,  and  should  give  full  details  as  to  agreements  and  resolutions 
passed  which  concern  the  financial  side  of  the  business.  It  should  contain 
the  entries  in  respect  of  transactions  between  the  separate  departments  of 
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the  hotel.  For  example,  the  kitchen  should  receive  credit  for  boarding  the 
hotel  servants,  the  hotel  account  in  this  instance  being  debited.  The 
cellar  should  be  credited  and  the  kitchen  account  debited  with  wines,  etc., 
for  kitchen  use,  and  in  this  way  all  labour  and  supplies  from  one  depart- 
ment to  another  are  entered  up  weekly  or  monthly,  the  rate  of  charge 
being,  of  course,  cost  in  all  casea  All  transfers  between  debtors'  and 
creditors'  accounts,  on  account  of  contra  accounts  settled,  should  be  passed 
through  the  Journal,  and  in  a  general  way  all  original  entries  of  transactions 
not  otherwise  provided  for  should  be  made  in  this  book. 

Trade  Ledger 

This  Ledger  is  usually  divided  into  two  parts.  One  part  is  ruled 
in  tabular  form  for  the  departmental  accounts.  On  the  debtor  side  are 
columns  for  each  of  the  following  heads,  namely: — General  Purchases,  Wages, 
Fuel  and  Light,  Washing,  Sundries,  Monthly  total. 

The  postings  to  this  side  are  made  from  the  Wages  Book  for  wages,  etc. ; 
from  the  Cash  Book  for  allowances ;  and  from  the  Analysis  of  Purchases 
Journal  and  the  Petty  Cash  Book  for  the  other  items. 

The  credit  side,  representing  the  receipts  or  business  done,  is  arranged 
in  six  cash  columns  for  the  weeks  or  parts  of  same,  which  go  to  make  up 
the  month,  and  a  total  column,  showing  monthly  totals  of  business  done. 
The  postings  are  made  from  the  Weekly  Summary  of  business. 

Special  sales — that  is,  sales  in  quantity,  giving  a  percentage  of  profit 
below  that  earned  on  the  ordinary  business — should  have  a  column  reserved 
on  the  credit  side  of  the  account  of  the  department.  This  is  posted  from 
the  particulars  given  in  the  Weekly  Summary  of  business.  It  is  very 
desirable  that  the  debit  and  credit  sides  of  accounts  which  record  income 
and  expenditure  for  departments  should  be  treated  as  separate  accounts, 
and  that  credits  on  purchases  should  be  deducted  in  the  Analysis  of  Pur- 
chases Journal  before  posting  to  Ledger,  and  on  no  account  should  they  be 
posted  along  with  the  receipts. 

The  second  part  of  the  Ledger  is  ruled  in  the  ordinary  form  for  trades- 
men's accounts,  the  debit  side  having,  in  addition  to  the  date,  folio,  etc. 
columns,  a  column  for  discount  received,  and  another  for  cash  paid.  On 
the  credit  side  are  also  the  usual  columns  for  date,  particulars,  invoice  or 
statement  number,  and  two  cash  columns,  the  first  containing  the  amounts 
of  invoices  or  statements,  and  the  second  the  total  credits  on  each  settle- 
ment of  accounts.  The  accounts  may  be  ruled  off  at  each  settlement,  and 
should  also  be  cast  up  in  annual  totals,  and  the  balance  outstanding  carried 
down. 

The  tradesmen's  accounts  should  be  entered  in  the  Ledger  alphabetically. 
A  certain  number  of  pages  under  each  letter  should  be  reserved  for  the 
regular  weekly  or  monthly  accounts,  and  also  one  or  more  pages  for  occa- 
sional or  sundry  creditors.  Although  the  Ledger  is  in  itself  an  index,  it  is 
advisable  to  have  the  usual  form  of  index  at  the  commencement  of  the 
book. 

Transfers  from  accounts  in  this  Ledger  to  the  Debtors  or  to  the  Private 
Ledger  should  be  noted  in  the  Journal.  It  is  now  usually  well  understood 
by  the  book-keeper  that  the  Ledger  is  not  intended  to  be  a  book  of  original 
entry. 

General  or  Private  Ledger 

In  this  Ledger  are  entered  all  accounts  relating  to  capital,  shareholders, 
mortgages,  debentures,  capital  expenditure ;  also  as  to  drawings,  dividends, 
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interest,  reserve  and  other  funds,  the  annual  or  other  statements  of  trading, 
profit  and  loss,  balance  sheets,  etc.  Each  Ledger  account  occupies  one 
opening,  with  two  cash  columns  on  each  side,  and  the  Ledger  is  paged 
instead  of  folioed,  the  debit  side  of  the  account  occupying  the  odd  numbers, 
and  the  credit  side  the  even  numbers.  This  facilitates  the  discovery  of 
a  posting  which  may  have  been  made  in  error  to  the  wrong  side  of  the 
account.  The  space  allowed  by  this  form  of  ruling  for  particulars  of  entry 
being  ample,  there  is  no  encouragement  given  to  the  book-keeper  to  trans- 
form the  detail  of  the  postings  into  "  To  and  By  Sundries,"  this  Ledger 
being  one  where  the  fullest  explanation  of  each  entry  is  at  all  times  most 
desirable. 

Visitors'  Property 

The  hotel-keeper  is  under  certain  obligations  for  the  safety  of  goods 
belonging  to  travellers  staying  in  his  hotel  Notice  is  usually  affixed  in 
all  bedrooms,  etc.,  that  valuables  should  be  handed  to  the  manager  for  safe 
keeping.  When  property  is  handed  over,  the  clerk  receiving  same  should 
see  that  the  traveller  seals  the  package  before  handing  it  over  to  him.  He 
should  then  write  out  a  receipt  (in  duplicate)  from  a  Eeceipt  Book,  the 
forms  in  which  are  numbered  consecutively,  and  should  hand  one  copy  to 
the  traveller  and  the  other  to  the  manager,  who  will  see  that  the  packages 
are  locked  up,  and  that  they  agree  with  the  receipts  given  to  him.  The 
form  of  receipt  should  state  traveller's  name,  apartment's  number,  descrip- 
tion and  number  of  packages.  The  goods  in  custody  will  be  returned  only 
on  production  of  the  receipt  for  same. 

Kitchen  Weekly  Statement  Book 

Quarter  Ending 


Purchases,  etc 

Week  to 

Week  to 

Week  to 

Week  to 

Qty. 

Price. 

Cost. 

Qty. 

Price. 

Cost. 

Qty- 

Price. 

Cost. 

Qty. 

i 
Price. 

Cost. 

Set  out  varieties  of  Goods. 
Departmental 

Transfers. 
Add  Stock  . 
Less  Stock  . 

£,  s.  d. 

£  .i.  d. 

£  s.  d. 

£  «.  d. 

£  s.  (L 

£  «.  d. 

£  *.  <L 

£  s.  d. 

I 

Receipts 
Departmental 
Transfers.        .  | 

Staff  Board  . 

i 

i 

Profit  . 

No.  of  Visitors    . 
No.  of  Servants  . 

1 

i 
i 

i 

— 

This  book  is  kept  for  statistical  purposes.  It  represents  the  weekly 
cost  sheet  of  the  department.  The  principal  items  of  provisions,  etc.  pur- 
chased are  stated  separately,  such  as  tea,  sugar,  bacon,  milk,  etc.  The 
others  are  grouped,  such  as  sauces,  pickles,  etc.,  or  fish,  oysters,  lobsters, 
etc.  The  quantities  are  taken  from  the  tradesmen's  Pass  Books  and  Stock 
Book,  the  prices  and  cost  from  the  Pass  Books  or  invoices.    The  purchases 
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and  expenses  must,  in  the  same  way,  include  fuel,  light,  washing,  wages  of 
kitchen  staff  and  waiters — as,  of  course,  were  there  no  kitchen  department 
in  the  hotel  this  expense  would  not  be  incurred.  The  opening  stock  is 
debited,  and  credit  taken  for  stock  on  hand  at  the  end  of  the  week.  This, 
by  reason  of  the  perishable  nature  of  the  greater  part,  is  generally  of  com- 
paratively small  amount.  The  supplies  from  other  departments,  such  as 
wines  for  kitchen  use,  kitchen  staff  beer,  etc.,  are  debited,  and  also  a 
fixed  charge  per  head  for  board  of  the  kitchen  staff.  The  receipts  are 
entered  from  the  Weekly  Summary  of  business,  and  credit  is  given  for 
boarding  the  staff  of  this  and  other  departments  at  an  agreed  figure  per 
head,  also  for  goods  supplied  for  use  in  the  bar,  etc.  The  balance  repre- 
sents the  gain  or  loss  for  the  week.  The  result  of  each  week  should  agree 
with  that  in  the  Trade  Ledger,  when  the  accounts  are  posted  weekly. 
Otherwise,  a  quarterly  agreement  should  be  made  to  verify  the  Statement 
Book. 

Statistical  Summary 

This  book  contains  a  daily  record  of  business  done  under  each  depart- 
ment. Each  opening,  containing  the  number  of  daily  totals  required  for 
the  month,  is  ruled  for  a  number  of  years.  The  business  done  on  a  par- 
ticular date,  under  the  heading  of  Cellar  (for  example),  is  thus  shown  side 
by  side  for  each  year — for  say  ten  years.  The  weekly  or  monthly  totals  can 
also  be  compared,  and  generally  the  progress  of  the  business  up  to  any 
particular  date  can  be  ascertained  and  compared  with  former  years. 

Tabs  are  affixed  to  the  outside  of  each  page  as  follows : — Slept  in  hotel ; 
receipts  (business  done) ;  apartments ;  baths,  fires,  and  lights ;  attendance, 
kitchen,  cellars,  etc. ;  total  cash  receipts ;  total  bar  cash  receipts ;  total 
restaurant  cash  receipts,  etc. 

Tabs  are  affixed  on  the  lower  part  of  the  page  for  each  month  of  the 
financial  year. 

Stocktaking 

The  principal  stock  in  the  hotel  is  usually  the  cellar  stock  of  wines, 
spirits,  etc.  This  is  generally  taken  for  yearly  or  half-yearly  accounts  by 
gaugers  outside  the  staff,  who  certify  as  to  the  quantities  and  measure,  and, 
if  valued  by  them,  the  prices  and  values.  Stock  for  a  going  concern  is 
taken  at  cost,  and  in  that  case  the  invoice  prices  are  supplied.  The  certi- 
ficates received  for  goods  in  warehouse  or  in  bond  are  included  in  the 
stocktaking. 

The  inventory  of  stock,  as  taken,  should  be  compared  with  the  Stock 
Book  as  to  quantities  and  description.  Where  a  difference  occurs  it  should 
be  inquired  into,  and  adjustment  made  where  necessary,  stating  reasons 
therefor  in  red  ink  on  the  account  in  the  Stock  Book. 

The  cigar  stock  is  usually  taken  on  similar  lines  to  the  cellar  stock, 
agreed  with  the  Cigar  Stock  Book,  and  certified  and  signed  by  the  person 
taking  it. 

The  kitchen  and  other  stores,  which  are  of  comparatively  small  amount, 
are  frequently  taken  by  the  manager,  and  should  bear  his  certificate. 

Trial  Balance 

One  test  of  the  correctness  of  the  postings  is  the  Trial  Balance.  The 
balances  are  extracted  in  sections  to  facilitate  the  discovery  of  errors  and 
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assist  in  the  preparation  of  the  annual  accounts.  The  principal  sections 
and  schedules  being — Departmental  and  other  accounts  of  trading  receipts 
and  expenditure ;  profit  and  loss  accounts ;  balance  sheet  accounts,  real  and 
statistical,  including  cash  balances ;  visitors'  debtors  accounts ;  tradesmen's 
accounts  outstanding. 

A  summary  is  made  of  the  schedules,  which  are  added  together  and 
should  balance.  Assume,  for  example,  that  the  figures  do  not  agree,  and 
that  there  is  no  indication  from  the  amount  of  the  difference  as  to  the 
origin  of  the  error.  To  check  through  the  whole  of  the  postings  presents 
a  formidable  task  which  may  be  impossible  in  the  time  available.  In 
proceeding  to  localise  the  error  a  summary  of  one  of  the  above  sections 
(the  tradesmen's  accounts,  for  instance)  is  extracted  from  the  books  as 
follows : — 

Add  the  total  of  tradesmen's  balances  at  the  beginning  of  the  year  to 
the  monthly  totals  of  the  purchases  and  expenses,  and  deduct  therefrom 
the  cash  paid  to  tradesmen  and  discounts  received,  and  deduct  there- 
from reimbursements  from  tradesmen  in  the  trading  column  on  the  other 
side  of  the  Cash  Book,  and  also  add  or  deduct  any  transfer  entries  from  the 
Journal  The  result  should  agree  with  the  total  of  tradesmen's  accounts 
outstanding  at  the  end  of  the  year. 

The  visitors'  side  of  the  accounts  may  also  be  abstracted  by  adding 
together  the  debtors'  opening  balances  and  the  total  receipts  at  credit  of 
each  department  for  the  year  as  posted  from  the  Weekly  Summary,  adding 
or  deducting  Journal  transfers,  and  deducting  cash  received  and  allowances ; 
the  sum  thus  arrived  at  should  represent  the  total  owing  from  debtors  at 
the  date  of  balancing. 

The  total  of  the  trading  purchases  and  expenses  on  the  Trial  Balance 
can  be  verified  by  adding  together  the  monthly  totals  of  Purchases  Journal, 
Wages  Book,  and  Petty  Cash  Book,  and  also  adding  or  subtracting  any 
Journal  entries  relating  to  these  accounts. 

The  total  of  the  trading  receipts  may  also  be  agreed  with  the  Cash 
Book.  The  monthly  totals  of  cash  received  (after  deducting  credit  entries 
on  tradesmen's  accounts),  plus  allowances,  credit  adjustments  in  the 
Journal,  and  the  closing  balances  on  debtors'  accounts,  should  agree  in  total 
with  the  sum  of  the  opening  balances  on  debtors'  accounts,  plus  the  total 
receipts  at  credit  of  the  various  trading  accounts,  together  with  any  debit 
Journal  entries. 

Preparation  qf  Trading  and  other  Accounts 

Make  all  due  provision  for — Accrued  income;  accrued  expenditure; 
proportions  paid  in  advance  of  insurance,  rates,  taxes,  license,  etc. 

Deduct  from  purchases  the  following — Stocks  on  hand ;  cost  of  staff 
meals,  and  add  to  wages  and  board ;  cost  of  staff  drinks,  and  add  to  wages 
and  board ;  cost  of  goods  representing  special  sales,  and  deduct  same  from 
selling  price  thereof. 

Calculate  percentages  of  expenses  and  profits  to  receipts. 

Compare  with  previous  year's  accounts.  Agree  share  capital  with 
Share  Ledgers.     Agree  loan  capital  with  Loan  Ledgers. 

The  following  are  the  usual  forms  of  trading  accounts,  profit  and  loss 
account,  and  balance  sheet ;  as  a  rule  the  balance  sheet  and  profit  and  loss 
account  only  are  circulated  amongst  the  shareholders,  but  a  summary  of  the 
trading  accounts  is  also  occasionally  given. 
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Trading  Account  for 


To  Purchases  and  Expenses  of  the  following  Departments  (deducting 
stocks  on  hand  at  cost) : — 


a 
o 


Hotel    . 

Kitchen 

Cellar   . 

Restaurant 

Bar 

Cigar-Room 

Billiard-Room 

Etc. 


General 
Purchases. 


£    9.    d. 


Wages 

and 

Board. 


£    i.    d. 


Fuel 

and 

Light. 


£    «.    d. 


Washing. 


£    s.    d. 


Sundries. 


Totals. 


£    «.    d. 


tt 


General  Expenses  (not  apportioned) : — 

Rent 

Rates  and  Taxes       .... 
Salaries  (Office) 

Insurance 

Advertising 

Stationery 

Management 

Repairs  and  Renewals 
Miscellaneous  Expenses    . 


£     «. 


S 


6. 


SB 


£«.  d, 


„   Balance  carried  to  Profit  and  Loss  Account  (equal  to 
per  cent  on  Receipts) 


■gB-S 


«  a 


£    *.     d. 


Dr. 

Profit  and  Loss  Account 

To  Administrative  Charges, 
viz.  : — 
Directors'  Fees 
Audit  Fee 
Secretary's  Salary   . 
Secretarial  Expenses 
Law  Costs 
Debenture  Trustees  Fees. 

,,    Interest : — 
Mortgage 
Other      .... 

• 

„   Depreciation    Funds    set 
aside    .... 

„   Reserve  Fund,  added  to  . 

,,   Balance,  being  Net  Profit 
carried  down 

,,   Interim  Dividend  paid   . 

,,   Balance      available     for 
Dividend,  etc. 

Percentages  on 
Receipts. 

Previous  Tear's 

Percentages 

in  Red. 

Previous  Year's 
Figures  in  Red. 

£    «.     d. 

— . 

■ 
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Gr. 


By  Business  done  in  the  following  Departments  (including 
visitors'  and  other  accounts  outstanding) : — 


Hotel 

Kitchen 

Cellar 

Restaurant 

Bar 

Cigar-Room 

Billiard-Room 

Etc 

,,  Special  Sales  as  under : — 

Cellars,  less  cost  thereof     .... 

Cigar-Room 

Etc 

„  Sundries : — 

Advertising  or  Publicity  Account 
Visitors'  Disbursements  Accounts 
Etc 


£     s.     d. 


£     t.     d. 


Previous  Year's 
Figures  in  Bed. 


£     «.      d. 


far  the  Year  ended 


Cr. 


By  Balance  brought  from  Trading  Account 
,,   Interest  on  Investments,  etc. 

,,   Balance  as  per  previous  year's  Accounts, 
less  payments,  dividend,  etc. . 

„   Balance  for  year  ended,  brought  down 

£    «.     d. 

£     *.     d. 

Previous  Tear's 
Figures  in  Red. 

£     «.      d. 

310 


HOTEL  ACCOUNTS 


The 

Balance  Sheet 


Liabilities. 


Share  Capital — 
Authorised.  Issued. 

{Preference  Shares  \  £ 

of  £1  each         /  paid  thereon. 

{Ordinary    Shares  \  £ 

of  £1  each         /  paid  thereon. 


&    «.     d. 


Mortgages,  at        per  cent 

Debenture  Stock  (whether  redeemable  and  terms),  at        per 

cent 

Creditors — 

Trade,  less  discount 

Other,    „        „  .  

Depreciation  Funds  for  Leaseholds 

Etc 

Reserve  Funds — General  and  Special 

Profit  and  Loss  Account — 

Balance  at  Credit  as  per  Schedule 


£    s.    d. 


Previous  Tear's 
Figures  In  Bed. 


&     i,      d. 


Audit 

The  auditor  should  at  the  outset  be  familiar  with  the  system  and  detail 
of  all  the  departments  of  the  hotel,  so  that  he  may  be  in  a  position  to  satisfy 
himself  at  least  whether  or  not  the  book-keeping  is  a  record  of  the  working 
at  all  points.  The  audit  should  be  performed  at  frequent  intervals — say 
monthly.  A  yearly  or  half-yearly  audit  is  relatively  of  less  value,  the  time 
that  may  elapse  before  an  error  is  discovered  frequently  rendering  its 
rectification  impossible.  The  monthly  audit  is  also  of  value  as  an  incentive 
to  the  regular  entering  up  to  date  of  all  books  and  accounts.  The 
systematic  checking  of  postings  along  the  path  pursued  by  the  book-keeper 
may  be  held  to  be  sufficient,  but  perhaps  a  more  satisfactory  method 
is  to  vary  the  course,  by  checking  in  the  reverse  direction,  from  the  Ledgers 
backwards  to  the  books  or  documents  of  original  entry.  For  example,  the 
Tradesmen's  Ledger  account  may  be  checked  with  the  statements,  Pass- 
Books,  invoices,  and  vouchers,  and  also  with  the  Cash  Book  and  Purchase 
Journal.  The  Cash  Book  should  be  checked  with  the  Bank  Pass  Book 
both  as  to  dates  and  amounts.  The  cash  received  should  be  vouched  by 
comparing  the  duplicates  of  the  original  receipts  given  by  the  cashier 
with  the  Daily  Receipt  Books  or  with  the  visitors'  accounts  in  the  Daily 
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Hotel,  Limited 
at 


Assets. 


Property  and  Equipment,  as 

under — 
Freehold  Land  (Cost,   or 

under) 
Freehold  Buildings  (Cost, 

or  under)     . 
Leasehold  Buildings 

(Cost,  or  under)  . 
Furniture,  Fixtures,  and 

Fittings 
Carpets,  etc.  . 
Beading,  linen,  etc. 
Plate,     Cutlery,     Class, 

utensils,  etc. 


As  per  last 
Account. 

Additions 
daring  Tear. 

Deduct  De- 
preciation. 

£    «.    d. 

£    a.    d. 

£«.<*. 

Deduct 
Sales. 


£    9    d. 


Totals. 


£«.<*. 


Stocks  of  Goods— 

Wines,  Spirits,  etc.  at  cost,  as  taken  by 
Cigars,  at  cost,  as  taken  by 
Provisions,  at  cost,  as  taken  by  . 
Etc 

Debtors — 

Visitors'  Accounts       .... 

Etc 

Less  Reserve  thereon  .... 

Accrued  Income 

Sums  paid  in  Advance     .... 

Investments 

Cash  at  Bank  and  in  hand 


Previous 
Year's 

Figures  in 
Red. 


£    *.    d. 


Summaries.  In  addition  to  the  manager's  supervision  already  referred  to 
there  should  be  periodical  surprise  visits  of  the  auditor,  when  the  various 
Cash-Books  should  be  cast  up,  Bank  Pass  Books,  and  Paying-in  Books 
examined,  cash,  etc  counted,  and  a  statement  prepared  showing  how  the 
balances  on  the  books  are  accounted  for.  The  cash  received  from  visitors 
should  in  the  ordinary  course  increase  with  increased  trade,  so  that  the 
auditor  would  naturally  expect  to  find  the  usual  percentage  of  profit  on  the 
additional  business  represented  by  a  like  increase  in  the  bank  balance.  The 
lines  on  which  the  hotel  is  conducted,  and  the  percentages  of  profit  on  the 
receipts  of  the  various  departments,  should  be  of  material  assistance  to  the 
auditor.  In  the  sale  of  wines,  etc.,  the  wine  card  prices  are  usually  a  certain 
fixed  percentage  over  cost,  and  such  being  the  case,  reference  to  the  Cellar 
Stock  Book  should  be  a  guide  in  verifying  the  profits  as  shown  on  the 
trading  account.  The  inventory  of  stock  should  also  be  compared  with 
the  wine  card ;  the  difference  between  the  two  prices  should  agree  with  the 
percentage  above  referred  to. 

The  calculations  and  additions  of  the  stock  sheets  should  be  checked, 
the  prices  may  be  verified  by  reference  to  the  invoices,  and  the  auditor 
will  probably  be  in  a  position  to  detect  errors  in  other  ways,  such  as,  for 
instance,  where  a  particular  vintage  has  depreciated,  and  may  have  been 
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entered  at  the  original  cost  price.  The  visitors'  disbursements  account 
should  show  a  small  profit  to  cover  expenses.  This  can  also  be  readily 
verified  by  calculating  the  rate  of  discount  received  by  the  hotel  on 
carriage,  theatre  tickets,  washing,  and  other  accounts  during  the  year. 
Should  there  be  a  deficit  instead  of  a  profit  the  system  of  charging  up 
daily  to  the  visitors'  accounts  all  tickets  received  from  the  various  depart- 
ments should  be  examined,  and  the  auditor  should  also,  if  necessary,  compare 
duplicate  tickets  with  the  tradesmen's  accounts,  and  see  that  the  petty  cash 
payments  are  duly  posted  to  the  debit  of  the  visitors'  accounts.  The  deficit 
may  be  located  by  comparing  the  weekly  or  monthly  totals  of  receipts  with 
the  outlays  for  the  same  period.  As  regards  visitors'  accounts,  it  is  not 
usual  to  go  behind  the  Daily  Summary  unless  fraud  is  suspected.  Where, 
however,  the  entering  up  of  the  waiters'  tickets  and  the  receiving  of  the 
cash  is  in  the  same  hands  it  is  advisable  occasionally  to  go  through  part  of 
the  waiters'  tickets,  which  should  be  preserved  for  reference  until  the 
completion  of  the  audit.  The  castings  should  be  checked  in  the  Daily 
Summary  of  the  totals  of  charges  to  visitors,  cash  received,  and  transfers 
to  Ledger.  The  postings  to  the  Weekly  Summary  should  be  checked,  and 
the  cash  and  allowances  agreed  with  the  Cash  Book.  The  castings  and 
postings  to  Ledger  of  the  Weekly  Summary  should  be  checked.  The  Gash 
Book  and  Petty  Cash  Book  should  be  vouched,  and  the  vouchers  stamped  and 
dated  by  the  auditors.  The  postings  of  all  individual  items  from  the  Cash 
Book,  as  well  as  the  totals  from  the  Petty  Cash  Book  to  the  Ledgers,  should 
be  checked.  All  tradesmen's  Pass  Books,  invoices,  and  statements  should  be 
examined  and  checked  with  the  Analysis  of  Purchases  and  with  the  Trade 
Ledger,  and  the  auditor  should  stamp  and  date  them  as  audited.  The 
General  Journal  must  also  be  vouched  with  the  necessary  documents, 
minutes  of  Board,  allotment  sheets,  etc.,  and  where  Share,  Debenture,  or 
Mortgage  Begisters  exist  they  should  agree  with  the  figures  in  the  Balance 
Sheet. 

The  totals  of  accounts  passed  for  payment  in  the  Finance  Book  should 
be  reconciled  with  the  cheques  entered  in  the  Cash  Book.  The  auditor  should 
see  that  the  Wages  Book  is  signed  by  the  manager,  and  also  by  the  clerks 
who  prepare  the  Wages  Book  and  pay  the  servants.  He  should  go  through 
the  visitors'  and  other  debtors'  accounts  with  the  manager,  and  see  that  bad 
debts  are  written  off,  and  that  a  percentage  is  reserved  in  respect  of  doubtful 
accounts. 

As  to  furniture  and  substantial  equipment  generally,  7  J  per  cent  per 
annum  may  be  considered  a  fair  average  for  depreciation,  and  for  carpets 
and  similar  articles  20  to  33  per  cent  per  annum  may  be  necessary, 
but  the  class  of  hotel  determines  the  extent  of  the  provision  under  this 
head. 

The  upkeep  of  all  furnishing  and  equipment  is  vital  to  the  existence  of 
first-class  hotels;  consequently  the  cost  of  repairs  and  renewals  forms  a 
heavy  item  of  expense.  The  work  of  renewal  is  continuous,  and  usually  in 
the  hands  of  a  separate  department  attached  to  the  hotel  The  percentage 
of  depreciation  is  thus  largely  dependent  on  the  method  of  treating  the 
repairs  and  renewals.  It  is  generally  desirable  to  credit  the  annual  pro- 
vision to  a  Repairs  and  Renewals  Account,  and  debit  this  account  with 
the  expenditure  when  incurred.  By  that  means  the  annual  charge  to 
Trading  and  Profit  and  Loss  Account  is  equalised. 

Martin  Farlow  &  Co. 

House  Tax.    See  Inhabited  House  Duty. 
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Hypothecate  is  to  pledge  or  mortgage. 

Impersonal  accounts  are  all  those  Ledger  accounts  which 
are  not  accounts  with  persona  They  are  subdivided  into  property  or  real 
accounts,  and  accounts  relating  to  profit  and  loss.  The  latter  accounts 
relating  to  profit  and  loss  are  sometimes  termed  Nominal  or  Fictitious 
Accounts.    See  "  Book-keeping  "  and  "  Ledgers." 

Imprest  System  of  keeping  Petty  Cash.— Under 

this  system  of  keeping  petty  cash  a  sum  of  money  is  fixed  as  the  likely 
sum  which  will  be  required  by  the  petty  cashier — say  £12— for  a  month, 
and  this  sum  is  given  to  him.  Should  he  require  a  further  sum  during  the 
month  a  cheque  is  drawn  for  the  amount.  -  At  the  close  of  the  month  the 
petty  cashier  makes  up  an  abstract  of  his  transactions,  showing  the  accounts 
against  which  the  petty  cash  he  has  expended  during  the  month  should  be 
charged,  and  the  chief  cashier  gives  him  a  cheque  for  the  exact  amount  he 
has  spent,  less  any  inter-period  payments  he  may  have  made  to  him,  so 
that  the  petty  cashier  starts  the  next  month  with  the  same  sum  as  formerly, 
which  was  £12  in  the  example  taken.  The  postages  may  be  worked  in  the 
same  way  as  the  petty  cash.    See  "  Book-keeping,"  vol.  L  p.  446. 

In  case  Of  need. — These  words  are  sometimes  added  to  his 
signature  by  a  foreign  correspondent  who  draws  a  bill  and  is  not  quite 
sure  that  the  drawee  will  be  able  or  willing  to  meet  it.  Thus,  if  A  B 
draws  a  bill  upon  0  D  he  might  add  to  his  signature, "  In  case  of  need 
apply  to  E  F,  E  F  being  an  original  correspondent  of  A  B's  and  well 
known  financially.  If  E  F  has  to  sign  the  bill  he  is  said  thereby  to  pro- 
tect A  B's  signature.  A  B  in  this  case  would  adopt  this  course,  so  that 
in  commercial  circles  it  could  not  be  said  that  a  draft  of  his  had  been  dis- 
honoured.   See  "  Bills  of  Exchange,"  voL  i.  p.  373. 

Income. — The  income  of  an  individual  is  the  wealth  measured  in 
money,  although  not  necessarily  in  the  form  of  cash,  which  is  at  his 
disposal  during  a  certain  period.  In  considering  an  individual's  wealth  its 
money  value  is  taken  at  a  particular  moment  of  time.  The  income  which 
he  derives  from  that  wealth,  and  which  may  be  looked  upon  as  the  harvest 
from  it,  is  taken  as  so  much  per  annum  or  other  unit  of  time.  The  income 
of  a  nation  when  it  is  aggregated  is  called  social  income. 

Income  must  alwaysbe  considered  with  reference  to  the  period  during 
which  it  has  accrued  or  has  been  earned.  The  usual  period  of  time  taken 
in  considering  the  incomes  of  individuals  is  a  year,  and  in  calculating  the 
rate  per  cent  of  income  which  the  wealth  yields  it  is  usual  to  take  the 
wealth  which  the  individual  has  at  the  beginning  of  the  year.  At  the 
close  of  the  year  the  income  which  has  been  earned  is  added  to  the  wealth 
at  the  beginning  of  the  year,  and  from  their  sum  is  deducted  the  money 
spent  during  the  year,  and  the  balance  is  taken  as  the  wealth  of  the 
individual  at  the  beginning  of  the  next  year,  from  which  he  will  derive  his 
income.  The  income  from  wealth  is  the  return  which  it  yields,  and  must 
be  carefully  distinguished  from  the  mere  receipt  of  cash.  A  good  definition 
of  the  income  of  an  individual  is  that  it  is  the  sum  which  he  has  available 
for  his  personal  expenses  after  he  has  employed  his  wealth  so  as  to  earn 
a  return  from  it,  and  to  leave  his  capital  intact  at  the  end  of  the  period. 
An  individual  living  beyond  his  income  is  one  who  spends  not  only  his 
income,  but  in  addition  encroaches  upon  his  capital. 
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1.  Introductory. — Income  tax  is  granted  annually  by  an  Act  passed  each 
year,  and  is  regulated  chiefly  by  the  Income  Tax  Act  of  1842  (5  &  6  Vict, 
c.  35),  the  Act  of  1853  (16  &  17  Vict.  c.  34),  and  the  Taxes  Management 
Act  1880  (43  &  44  Vict.  c.  19).  Hereafter,  when  a  section  is  quoted  with- 
out giving  the  Act,  the  Income  Tax  Act  of  1842  is  referred  to.  What  is 
chargeable  to  income  tax  is  found  in  sec.  2  of  the  Act  of  1853,  which  divides 
into  schedules  the  properties  and  profits  in  respect  of  which  the  tax  is 
granted,  as  follows : — 

Schedule  A  (Ownership  of  Eeal  Property — Landlord's  Property  Tax). — 
The  property  in  all  lands,  hereditaments,  etc.,  in  the  United  Kingdom  to  be 
charged  for  every  20s.  of  the  annual  value  thereof. 

Schedule  B  (Occupation  of  Land — Profits  of  Farming). — The  occupation 
of  all  such  lands,  etc.  to  be  charged  for  every  20s.  of  one-third  of  the  annual 
value  thereof  (59  &  60  Vict,  c  28,  sec.  26  (1)  ). 

Schedule  C  (Public  Funds,  etc.). — All  profits  arising  from  interest, 
annuities,  dividends,  etc.  payable  out  of  any  public  revenue  to  be  charged 
for  every  20s.  of  the  annual  amount  thereof. 

Schedule  D  (Businesses,  Professions,  Occupations,  etc.,  Interest,  Annuities, 
etc.) — The  annual  profits  arising  to  any  person  residing  in  the  United 
Kingdom  from  any  kind  of  property,  whether  situate  in  the  United  King- 
dom or  elsewhere,  or  from  any  profession,  trade,  employment,  or  vocation, 
whether  carried  on  in  the  United  Kingdom  or  elsewhere  (Colquhoun  v. 
Brooks,  14  App.  Cas.  493 ;  San  Paulo  Railway  v.  Carter  [1896],  A.C.  31 ; 
and  Kodak,  Limited  v.  Clark  [1902],  2  K.B.  450),  to  be  charged  for  every 
20s.  of  the  annual  amount  thereof  And  the  annual  profits  arising  to  any 
person,  whether  a  subject  or  not,  although  not  resident  in  the  United 
Kingdom,  from  any  property  whatever  in  the  United  Kingdom,  or  any 
profession,  business,  etc.  exercised  within  such  kingdom,  to  be  charged  for 
every  20s.  of  the  annual  amount  thereof.  And  all  interest  of  money 
annuities  and  other  annual  profits  not  charged  by  any  other  schedules,  to  be 
charged  for  every  20s.  of  the  annual  amount  thereof.  (See  Foley  v.  Fletcher, 
3  H.  &  N.  769 ;  Clerical,  Medical,  etc.  Society  v.  Carter,  22  Q.B.D.  444 ; 
Blake  v.  Imperial  Brazilian  Railway  Co.,  1  T.L.B.  68 ;  Nizam  State  Rail- 
way v.  Wyatt,  24  Q.B.D.  548 ;  London  County  Council  v.  Ghrove,  45  W.R. 
279 ;  Leeds  Permanent  Building  Society  v.  Mallandaire  [1897],  2  Q.B.  402 ; 
Scoble  v.  Secretary  of  State  for  India  [1902],  2  K.B.  413,  reversed  by  Court 
of  Appeal  13th  February  1903,  under  appeal  to  House  of  Lords. 

By  sec.  39  a  subject  ordinarily  resident  in  the  United  Kingdom  is 
deemed,  notwithstanding  temporary  absence,  still  resident  there,  but  persons 
here  for  a  temporary  purpose,  and  who  shall  not  have  been  so  resident  for 
six  months  in  a  year,  shall  not  be  deemed  residents.  (See  as  to  residence, 
Attorney-General  v.  Coote,  4  Price  183 ;  in  re  Young,  12  S.L.B.  602 ;  Rogers 
v.  Inland  Revenue,  16  S.L.R  682 ;  Lloyd  v.  Sulley,  21  S.L.R.  482 ;  A.-G.  v. 
MLean,  1  H.  &  C.  750 ;  as  to  the  residence  of  a  company,  see  Cesena  Sulphur 
Co.  v.  Nicholson,  and  Calcutta  Jute  Mills  v.  ditto,  1  Ex.  D.  428  and  437). 

Schedule  E  (Public  Offices,  etc.) — Every  public  office  or  employment  of 
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profit,  and  every  annuity,  pension,  or  stipend  payable  by  the  Sovereign  or 
out  of  the  public  revenue,  except  annuities  chargeable  under  Schedule  C,  to 
be  charged  for  every  20s.  of  the  annual  amount  thereof. 

The  rules  for  charging  the  tax  under  these  schedules  are  found  in  the 
Act  of  1842,  as  modified  and  amended  by  subsequent  Acts  (Act  of  1853, 
sec  5),  and  sec.  192  contains  provisions  making  the  singular  number  and 
male  gender,  etc.  include  the  plural  number  and  female  gender,  etc.  The 
provisions  of  the  Act  of  1842  with  reference  to  Great  Britain  or  England 
are  extended  to  Ireland,  so  far  as  applicable,  and  Ireland  is  brought  within 
the  scope  of  the  Income  Tax  Acts  like  Great  Britain,  subject  in  certain  cases 
to  the  modifications  mentioned  hereafter  (Act  1853,  sees.  5,  6,  7,  and  8). 

2.  Officials. — The  different  officials  connected  with  the  administration 
of  the  income  tax  are  as  follows : — Commissioners  for  the  General  Purposes 
of  the  Income  Tax  Acts  are  appointed  for  each  of  the  different  income  tax 
divisions  in  Great  Britain,  and  they  appoint  their  own  clerk.  They  execute 
the  Acts  under  Schedules  A,  B,  D,  and  E,  except  as  hereafter  mentioned 
(sec.  22).  There  may  be  also  appointed  in  each  division  Additional  Com- 
missioners for  certain  purposes  mentioned  hereafter,  and  if  there  are  no 
Additional  Commissioners  appointed  their  work  is  done  by  the  General 
Commissioners  (see  as  to  the  appointment  qualification,  etc.  of  Com- 
missioners sees.  4  to  21).  There  are  also  Special  Commissioners  for  the 
whole  of  the  United  Kingdom,  with  offices  at  Somerset  House  in  London, 
who  among  other  duties— (a)  Assess  foreign  and  colonial  dividends,  etc. 
through  the  agent  in  the  United  Kingdom  by  whom  they  are  received ;  (6) 
Make  assessments  under  Schedule  D  when  the  subject  does  not  wish  his 
affairs  to  come  before  the  General  Commissioners  of  his  own  district ;  (c)  In 
Ireland  sign  the  assessments  under  Schedules  A,  B,  D,  and  E ;  and  (d)  Assess 
the  profits  of  railway  companies  and  their  employes  (sees.  23,  29, 131,  and 
132 ;  Act  of  1853,  sees.  16,  21,  and  26 ;  and  23  &  24  Vict.  c.  14,  sees.  5  and 
6).  In  certain  cases  of  Government  departments  and  public  offices  there 
are  Commissioners  appointed  therein  for  assessing  the  employes  there,  etc. 
(sees.-  24  to  32,  and  150,  and  Act  of  1853,  sec.  26).  Assessors  for  each 
parish  are  appointed  in  England  and  Scotland  by  the  General  Commissioners 
(sec.  36;  and  Taxes  Management  Act,  sees.  42  to  46).  In  Ireland  the 
Surveyor  of  Taxes  acts  as  assessor  (Act  of  1853,  sees.  16  and  20).  Collectors 
are  appointed  (sec.  36 ;  Act  of  1853,  sees.  16  and  23 ;  and  Taxes  Manage- 
ment Act,  sees.  73  and  81).  Surveyors  and  Inspectors  of  Taxes  are  appointed 
for  various  districts  to  look  after  the  interests  of  the  Crown  (sec.  37 ;  and 
Taxes  Management  Act,  sec.  17).  The  Commissioners  of  Inland  Bevenue 
have  the  general  management  of  the  revenue  of  the  Income  Tax  (Taxes' 
Management  Act  1880,  sec.  13 ;  and  53  &  54  Vict.  c.  21,  sees.  1  and  39). 

3.  Machinery  Preparatory  to  Assessment. — The  way  in  which  the 
tax  is  assessed  is  as  follows : — Early  in  each  income  tax  year,  which  begins  on 
the  6th  April,  the  assessors  cause  general  notices  to  be  fixed  on  or  near  the 
church  or  chapel  door,  market-house,  etc.  of  each  parish,  requiring  everyone 
to  make  the  returns  which  they  are  liable  to  make  (sec.  47).  The  assessors 
also,  in  the  cases  of  persons  chargeable,  give  them  individual  notice  to  make 
such  returns  (sec.  48).  Every  one,  when  required,  must  deliver  a  signed 
return  containing  the  names  of  every  lodger  or  resident  in  his  house,  and  of 
his  employes,  with  their  addresses,  except  persons  exempt  from  the  tax  (sec. 
50).  Every  person  chargeable,  when  required  by  general  or  particular  notice, 
must  deliver  a  signed  return  of  the  annual  value  of  all  lands,  etc.  in  his 
occupation,  and  of  the  amount  of  his  profits  from  all  sources  (sec.  52),  with  a 
declaration  where  he  is  chargeable,  and  whether  engaged  in  business,  etc., 
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and  if  so  where  (sec.  106).  In  returning  the  profits  of  any  body  of  persons, 
whether  corporate  or  not,  the  calculation  thereof  is  to  be  made  before  any 
dividend  shall  have  been  made,  but  need  not  include  the  salaries  or  profits 
of  the  officers  of  such  bodies  otherwise  chargeable  (sec.  54;  Langston  v. 
Glasson  [1891],  1  Q.B.  567).  Persons  other  than  shareholders  may  be 
entitled  to  share  in  the  profits  (Last  v.  London  Assurance  Corporation,  10 
App.  Cas.  438). 

Persons  having  two  residences,  or  carrying  on  any  trade,  or  exercising 
any  profession  in  different  parishes  or  in  any  place  different  from  the  place 
of  his  residence,  shall,  if  required,  make  the  necessary  returns  in  each  place, 
but  shall  not  be  liable  to  double  assessment  (sees.  110  and  171 ;  and  Taxes 
Management  Act,  sec.  60).  As  to  persons  coming  into  or  removing  from  a 
parish  in  any  year,  see  sec.  177.  Bodies  of  persons,  corporate  or  not  cor- 
porate, are  chargeable  in  the  same  way  as  individuals,  and  their  proper  officer 
is  answerable  for  all  acts  and  returns  necessary  to  the  assessment  of  the 
same  and  of  their  employes,  etc.  (sees.  40  and  54 ;  and  42  &  43  Vict.  c.  21, 
sec.  18).  In  the  case  of  infants,  married  women,  lunatics,  etc.,  the  trustee, 
guardian,  committee,  etc.  having  the  management  of  their  property,  and  a 
receiver  appointed  by  any  Court,  is  chargeable  to  the  tax  (sees.  41,  43). 
Persons  not  resident  in  the  United  Kingdom  are  chargeable  in  the  name 
of  any  factor,  agent,  or  receiver  in  the  receipt  of  any  profits  (sec.  41 ; 
Grainger  &  Son  v.  Gough  [1896],  A.C.  325,  Watson  v.  Sandie  &  Hull 
[1898],  1  Q.B.  326,  and  cases  therein  referred  to).  But  trustees  having 
authorised  those  entitled  thereto  to  receive  the  profits,  or  agents  of  persons 
of  full  age  and  capacity  resident  in  the  United  Kingdom,  are  only  liable  to 
return  the  names  and  addresses  of  such  persons  (sec.  42,  but  see  also  sec. 
108).  Persons  chargeable  for  others  retain  the  duty  (sec.  44).  A  married 
woman  acting  as  sole  trader  or  having'  separate  estate  is  chargeable  as  if 
unmarried,  but  if  living  with  her  husband  her  profits  are  to  be  charged  in 
his  name.  If  she  is  living  separate  from  him,  temporarily  or  not,  and 
receives  an  allowance  or  remittance  from  abroad,  she  is  chargeable  as  a 
feme  sole,  and  as  his  agent  if  she  receives  it  from  him  (sec  45).  Persons 
liable,  etc.  for  others  have  to  make  the  necessary  returns  (sees.  51, 53).  The 
prescribed  forms  for  the  returns  accompany  the  particular  notices,  or  can  be 
obtained  from  the  Surveyor  of  Taxes.  A  penalty  of  £20  and  treble  duty 
by  proceedings  before  the  Commissioners,  or  of  £50  in  the  Courts  of  law,  is 
recoverable  for  not  making  a  required  return  or  for  making  an  untrue  one, 
with  a  saving  clause  for  those  making  returns  for  other  people  (sec.  55). 
Exempt  persons,  to  whom  a  particular  notice  has  not  been  delivered,  are  not 
liable  to  such  penalties  (sec.  56). 

4.  Measure  of  Liability  and  Method  of  Assessment. — The  measure 
of  liability  and  the  assessment  under  the  various  schedules  are  as  follows : — 

(1)  Schedule  A  (sec.  60). — The  tax  is  charged  on  the  annual  value. 

No.  I. — General  rule  for  estimating  lands,  hereditaments,  etc.  The 
annual  value  is  the  rack-rent  if  fixed  by  agreement  within  seven  years,  and 
if  not,  the  rackrent  they  are  worth.  The  rule  extends  to  all  lands,  etc. 
capable  of  occupation,  except  the  properties  in  Bules  II.  and  III.  Where 
the  annual  value  is  independent  of  profits,  then  as  an  allowance  for  repairs 
the  assessment  is  reduced — for  a  farm-house  and  its  buildings  by  one-eighth, 
and  for  other  houses  and  buildings  by  one-sixth,  under  certain  regulations 
(57  &  58  Vict.  c.  30,  sec.  35).  By  32  &  33  Vict.  c.  67,  within  the  metro- 
politan area,  the  annual  value  thereunder  quinquennially  fixed  is  taken  for 
Income  Tax  purposes,  and  the  provisions  of  the  Tax  Acts  as  to  fixing  the 
annual  value  do  not  apply. 
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No.  II. — The  annual,  value  is  the  average  profits  for  the  preceding 
years  mentioned: — Tithes  in  kind,  ecclesiastical  dues,  and  teinds,  three  years ; 
tithes  compounded  (except  tithe  commutation  rent  charge),  one  year;  manors, 
seven  years ;  fines  on  any  lease,  one  year ;  other  profits  from  lands,  etc.  not 
in  actual  occupation,  or  occupation  of  party  to  be  charged,  such  number  of 
years  as  Commissioners  judge  proper.  Where  fines  are  applied  as  productive 
capital  on  which  a  profit  chargeable  to  the  tax  arises  for  the  year  of  assess- 
ment, the  assessment  may  be  discharged  (Mostyn  v.  London  [1895],  1  Q.B. 
170). 

No.  Ill — The  annual  value  is  the  average  profits  for  the  preceding 
years  mentioned : — Quarries — one  year ;  mines — five  years ;  iron,  gas,  salt, 
alum,  and  waterworks,  water  and  navigation  docks,  drains,  fishings,  markets, 
tolls  (Act  of  1853,  sec.  38),  railways,  bridges,  ferries,  etc. — one  year.  These 
concerns  are  to  be  assessed  according  to  the  rules  in  Schedule  D  so  far  as 
consistent  with  this  rule,  and  railways  by  the  Special  Commissioners  (29  & 
30  Vict.  c.  36,  sec.  8).  The  concerns  are  not  transferred  to  Schedule  D 
(per  Lord  Blackburn  in  Coltness  Iron  Co.  v.  Black,  6  App.  Cas.,  at 
p.  338).  As  to  municipal  corporations,  etc.  carrying  on  gas  and  water 
works,  and  whether  they  are  trading  thereby,  see  Harris  v.  Corporation  of 
Irvine,  37  S.L.K.  799,  and  cases  there  mentioned.  The  tax  on  a  mine 
carried  on  by  a  company  of  adventurers  is  assessed  jointly  in  one  sum,  but 
any  adventurer  may  claim  to  be  separately  assessed  for  his  share  in  order  to 
set  off  his  loss  in  one  concern  against  his  profits  in  another. 

No.  IV. — 1st.  Assessments  are  to  be  in  parishes  where  properties  are 
situate.  2d.  Profits  from  navigations,  drains,  railways,  etc.  may  be  charged 
where  the  general  accounts  of  the  concern  are  made  up,  from  manors 
extending  into  different  parishes  where  the  Court  is  generally  held,  and 
from  fines  received  by  one  person  where  he  resides.  3rd.  Houses  under 
annual  value  of  £10,  or  let  in  different  apartments  or  tenements,  are 
to  be  charged  on  the  landlord,  but  reserving  the  remedy  of  recovery  from 
the  occupier  on  default  (Act  of  1853,  sec.  36).  4th.  For  rents,  etc.,  in  lieu 
of  tithes,  the  occupiers  of  the  lands  subject  thereto,  or  the  persons  liable  to 
pay,  may  be  assessed,  and  have  the  notices  for  returns  delivered  to  them 
except  within  the  metropolis  (32  &  33  Vict.  c.  67,  sec.  77).  5th.  A  mine 
decreasing  in  value,  or  having  wholly  failed  from  unavoidable  cause,  may  be 
assessed  on  profits  of  preceding  year,  or  be  exempted  A  mine  is  assessable 
where  situate  or  where  its  produce  is  manufactured.  6th.  If  the  accounts 
for  No.  II.  or  No.  III.  cannot  be  got  because  the  accountable  party's  interest 
has  only  recently  commenced,  the  profits  are  to  be  estimated  on  the  average 
since  the  commencement  of  his  interest.  7th  and  8th.  The  tax  for  houses 
of  foreign  ministers  to  be  charged  on  and  paid  by  the  landlord,  and  of  the 
Crown,  occupied  by  any  officer,  etc.,  to  be  charged  on  the  occupier.  9th. 
The  occupier  tenant,  paying  the  tax,  shall  deduct  tax  on  his  rent  at  the 
same  rate  from  his  next  payment  on  account  of  rent,  not  exceeding  the  tax 
paid  (Act  of  1853,  sec.  40).  There  is  a  like  provision  where  the  occupier  is 
charged  for  any  rent,  etc.  for  tithes.  10th.  Where  lands,  etc.  are  subject 
to  any  rent-charge,  annuity,  fee-farm  or  similar  rent,  feu  or  teind  duty, 
stipends  to  curates,  or  other  rent  or  annual  payment,  the  landlord,  etc., 
having  allowed  deduction  under  the  9th  part  of  this  rule,  or  the  owner,  etc. 
being  occupier,  shall  deduct  from  such  rent-charge,  etc.,  tax  at  the  rate  paid. 
Contracts  contrary  to  provisions  in  9th  and  10th  are  void,  and  penalties 
imposed  for  refusing  to  allow  deduction  (sees.  73  and  103 ;  and  Act  of  1853, 
sec.  40).  As  to  deduction,  where  rate  of  duty  has  charged,  see  27  &  28 
Vict.  c.  18,  sec.  15.     11th.  Mortgages  or  creditors  in  any  heritable  bond  or 
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wadset  in  possession  are  chargeable  as  occupier  or  by  deduction  according 
as  they  are  in  actual  occupation  or  not.  13th.  Where  houses  are  divided 
into  distinct  properties  and  occupied  by  distinct  owners  or  their  tenants, 
such  properties  are  charged  distinct  on  the  occupiers.  14th.  Deductions 
not  allowed  unless  authorised  by  the  Act 

No.  V.  grants  certain  deductions  and  allowances  for  tenths,  first-fruits, 
etc.,  repairs  of  collegiate  churches  and  chancels,  rates,  etc.,  on  tithe  com- 
mutation rent-charge,  land  tax,  drainage,  etc.  rates,  and  sec.  61  directs  the 
proceeding  for  obtaining  the  same.  See  as  to  deductions  for  losses  by  flood 
or  tempest,  sees.  83  to  86 ;  for  landlords  in  Scotland  for  rates,  etc.,  not  borne 
by  them  in  England,  19  &  20  Vict,  c.  80,  sec.  1 ;  and  for  expenses  in  drainage, 
and  making  and  repairing  sea  walls,  etc,  Act  of  1853,  sees.  37  and  42. 

No.  VI.  contains  the  following  exemptions : — (a)  the  public  buildings 
and  offices  of  colleges  and  halls  in  any  University  not  occupied  by  a 
member  or  any  one  paying  rent,  the  repairs  of  the  same,  and  the  recreation 
gardens  thereof;  (b)  the  public  buildings  and  premises  of  any  hospital, 
public  school,  or  almshouse,  not  occupied  by  an  official  whose  income 
amounts  to  £150,  or  by  any  one  paying  rent,  the  repairs  thereof,  and  the 
gardens ;  (c)  any  building,  the  property  of  any  literary  or  scientific  institu- 
tion, used  solely  for  the  purposes  thereof,  and  in  which  no  payment  is  made 
for  instruction  by  lectures  or  otherwise,  such  building  not  being  occupied 
by  any  official  thereof,  nor  by  any  one  paying  rent  (the  above  exemptions 
are  granted  by  the  General  Commissioners);  (d)  the  rents  and  profits  of 
lands,  etc.  belonging  to  any  hospital,  public  school,  or  almshouse,  or  vested 
in  trustees  for  charitable  purposes,  so  far  as  applied  to  such  purposes  (these 
exemptions  are  granted  by  repayment  by  the  Special  Commissioners  (sec. 
62).  The  lands,  etc.  also  of  registered  Friendly  Societies,  Trades  Unions,  in 
certain  cases  are  exempt  (52  &  53  Vict  c.  42,  sec.  12 ;  and  56  &  57  Vict.  c.  2). 
As  to  hospitals,  see  Needham  v.  Bowers,  21  Q.B.D.  437 ;  Cawse  v.  Nottingham 
Lunatic  Hospital  [1891],  1  Q.B.  585 ;  Musgrave  v.  Dundee  Lunatic  Asylum, 
32  S.L.B.  579 ;  as  to  public  school,  Blake  v.  Mayor  of  London,  19  Q.B.D. 
79 ;  and  Bain  v.  Free  Church  of  Scotland,  34  S.L.R.  351 ;  and  as  to  literary 
or  scientific  institution,  see  Corporation  Duty  decisions,  Commissioners  of 
Inland  Revenue  v.  Forrest,  15  App.  Cas.  334 ;  and  Sulley  v.  Royal  College  of 
Swrgeons,  29  S.L.B.  620,  and  cases  there  referred  to.  A  free  public  library 
was  held  a  literary  institution  (Mayor  of  Manchester  v.  it  Adam  [1896], 
App.  Cas.  500 ;  and  see  Musgrave  v.  Magistrates  of  Dundee,  34  S.L.R.  702) ; 
Commissioners  for  Special  Purposes  v.  Pemsell  [1891],  A.C.  531,  decided  that 
"  charitable  purposes "  had  the  wide  meaning  in  which  the  words  were 
technically  used  in  law. 

(2)  Schedule  B.  (sec.  63)  relates  to  the  profits  from  the  occupation  of 
land. 

No.  VII — The  tax  is  to  be  charged  on  all  properties  directed  to  be 
charged  under  Schedule  A  according  to  Rule  I.,  except  a  dwelling-house  not 
occupied  under  the  same  lease  with  a  farm,  and  buildings  used  for  a  trade 
or  profession.  An  occupier  of  lands  for  the  purposes  of  husbandry  only  can 
elect  to  be  assessed  under  Schedule  D  instead  of  Schedule  B  (50  &  51  Vict, 
c.  15,  sec.  18),  and  relief  in  case  of  loss  can  be  obtained  under  53  &  54  Vict, 
c.  8,  sec.  23. 

No.  VIII. — Profits  of  nurseries  and  gardens  for  the  sale  of  produce  to 
be  estimated  by  Schedule  D  rules. 

No.  IX. — As  to  charging  the  tax  under  Schedules  A  and  B.  1st.  The 
tax,  except  in  No.  II.  and  No.  III.  cases,  to  be  estimated  according  to  the 
general  rule  in  Schedule  A,  and  charged  on  and  paid  by  the  occupier  for  the 


INCOME  TAX  319 

time  being,  except  in  Ireland,  where  the  Schedule  A  tax  is  charged  on  the 
landlord  (Act  of  1853,  sec.  13).  A  landlord  can  request  to  be  charged 
instead  of  the  occupier  (61  &  62  Vict,  c  10,  sec  10).  2nd.  The  occupier  is 
any  one  having  the  use  of  lands,  etc.  3rd.  The  tax  shall  on  each  assess- 
ment be  levied  on  the  occupier  for  the  time  being  (see  also  Act  of  1853, 
sec.  35).  But  as  to  Ireland,  where  the  poor  rate  value  is  used,  see  Act  of 
1853,  sees.  12  to  16  and  18. 

No.  X.  and  sees.  64  to  69  contain  regulations  for  arriving  at  the  annual 
value.  See  also  as  regards  Scotland  17  &  18  Vict.  c.  91,  20  and  21  Vict.  c. 
58,  30  &  31  Vict,  c  80,  42  &  43  Vict.  c.  42,  and  49  &  50  Vict.  c.  15.  All 
lands,  etc.,  are  to  be  assessed  whether  occupied  or  not,  and  distraint  made  at 
any  time  afterwards,  but  in  the  case  of  houses  being  unoccupied  for  any 
period  an  appeal  can  be  made  to  discharge  the  assessment  (sec.  70). 

The  Schedules  A  and  B  assessments  are  made  by  the  assessors  and  de- 
livered to  the  General  Commissioners,  who,  after  considering  them,  sign  and 
allow  them.  The  overseers  may  be  called  on  to  produce  the  rate  books 
(sees.  74  to  79,  and  Taxes  Management  Act,  sees.  49,  50,  and  56).  It  is 
usual  now  to  retain  the  same  annual  value  for  a  quinquennial  period  by  a 
clause  in  the  annual  Acts  continuing  the  value  of  the  previous  year,  the 
Surveyor  of  Taxes  then  acting  as  assessor  (Taxes  Management  Act,  sec.  43, 
and  59  &  60  Vict.  c.  28,  sec.  30).  After  the  assessments  have  been  signed 
and  allowed,  notice  of  the  day  for  hearing  appeals  has  to  be  given  either  by 
public  notice  on  the  church  door  or  by  delivering  it  to  each  party  charged 
(sec.  80  and  Taxes  Management  Act,  sees.  57  and  58).  Valuation  may  be 
obtained  on  an  appeal  (sec.  81,  and  Act  of  1853,  sec.  47).  A  landlord  may 
appeal  against  the  annual  value  of  lands  as  if  he  were  assessed  (59  &  60 
Vict,  c  28,  sec.  28).  Assessments  for  mines,  quarries,  etc.  may  be  appealed 
against  before  the  Special  Commissioners  (23  &  24  Vict.  c.  14,  sec.  7),  and  in 
Ireland  the  appeal  is  to  them  (Act  1853,  sec  21). 

(3)  Schedule  C  (sec.  88)  regulates  the  assessing  of  income  from  any 
public  revenue  (sees.  88  to  97).  The  assessments  are  made  on  such  income 
in  the  hands  of  the  banks,  etc.  through  whom  it  is  paid,  and  the  recipients 
only  get  it  after  the  deduction  of  the  tax.  Persons  entrusted  with  the  pay- 
ment, to  any  one  in  the  United  Kingdom,  of  annuities  or  dividends  out  of 
the  public  revenue  of  any  British  colony  or  settlement  have  to  render 
accounts  thereof  for  assessment  by  the  Special  Commissioners,  and  to  pay  the 
tax  so  assessed  on  behalf  of  the  persons  entitled  thereto  (sec.  96,  and  see 
generally  as  regards  foreign  and  colonial  dividends,  etc,  the  remarks  at  the 
end  of  Schedule  D).  Exemption  iB  granted  in  favour  of  certain  friendly 
societies,  savings  banks,  charities,  etc.,  trades  unions,  industrial  and  provi- 
dent societies  (sec  88,  and  Act  of  1853,  sec.  49,  and  56  &  57  Vict,  c  2,  and 
c  39,  sec.  24 ;  and  57  &  58  Vict,  c  30,  sec.  36). 

(4)  Schedule  D  (sec  100). — The  tax  hereunder  extends  to  every  property 
or  profit  or  employment  not  contained  in  the  other  schedules,  and  is  to  be 
charged  annually  on  the  persons,  bodies  of  persons,  companies,  etc.  entitled 
thereto.     It  iB  dealt  with  under  six  cases. 

First  Case. — (Trades,  etc)  First  Rule. — The  tax  is  to  be  computed  on 
the  profits  upon  an  average  of  three  years,  ending  on  the  day  in  the  year 
preceding  the  year  of  assessment  to  which  the  accounts  have  usually  been 
made  up,  or  upon  an  average  of  the  time  since  the  trade  was  set  up,  if  set  up 
within  the  three  years.  Second  Bule. — If  the  trade  has  been  set  up  within 
the  year  of  assessment,  the  computation  is  to  be  according  to  the  rule  in  the 
sixth  case.  Third  Bule. — Deductions  are  not  allowed  for  repairs  of  premises 
and  implements,  etc,  beyond  the  average  amount  expended  for  the  three 
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preceding  years,  nor  for  loss  not  connected  with  the  trade,  nor  for  capital 
expenditure  or  loss,  nor  for  debts,  except  proved  bad  debts  (see  also  Act 
1853,  sec.  50).  Fourth  Eule. — No  deduction  is  to  be  allowed  for  any  annual 
interest  or  annuity  or  other  annual  payment  payable  out  of  the  profits  (see 
also  sec.  102 ;  Act  of  1853,  sec.  40 ;  and  51  &  52  Vict.  c.  8,  sec.  24  (3)).  As 
to  whether  cases  come  within  first  or  fourth  and  fifth  cases,  see  Kodak, 
Limited  v.  Clark  [1902],  2  K.B.  450,  and  cases  there  referred  to. 

Second  Caae.— (Professions,  employments,  etc.) — A  three  years'  average 
is  taken  (Act  1853,  sec.  48).  The  third  and  fourth  rules  of  the  first  case 
apply. 

By  the  rules  applying  to  both  the  first  and  second  cases. — First,  no 
deduction  is  allowed  for  disbursements,  not  being  money  exclusively  expended 
for  the  purposes  of  the  trade,  etc.,  or  profession,  etc.,  nor  for  any  family  or 
domestic  purpose,  nor  for  the  rent  of  a  dwelling-house,  except  the  part  used 
for  the  business.  Second,  the  computation  is  to  be  exclusive  of  the  profit 
from  lands,  etc.  occupied  for  the  purpose  of  such  profession,  trade,  etc.  (see 
61  &  62  Vict.  c.  10,  sec.  9).  Third,  in  the  case  of  partnerships  there  shall 
be  one  joint  assessment  for  the  concern,  except  in  the  case  of  partners  claim- 
ing exemption.  The  precedent  acting  partner  resident  in  the  United 
Kingdom  is  to  make  the  necessary  return,  or  their  agent,  manager,  etc.,  if 
there  is  no  resident  partner.  Fourth,  on  a  change  in  a  partnership,  or  on  a 
succession  to  any  trade,  profession,  etc.,  the  average  of  three  years  is  still  to 
be  taken,  unless  proof  is  made  to  the  Commissioners  that  the  profits  have 
fallen  or  will  fall  short  from  some  specific  cause,  since  such  change  or  suc- 
cession (Inland  Bevenue  v.  Fairie,  16  S.L.R.  189,  and  Ryhope  Coal  Co.  v. 
Foyer,  7  Q.B.D.  485).  As  to  adjusting  liabilities  of  parties  on  a  change,  see 
Taxes  Management  Act,  sec.  62. 

Third  Case. — Profits  of  an  uncertain  annual  value  not  charged  in 
Schedule  A  First,  tax  to  be  computed  on  profits  of  the  preceding  year. 
Second,  profits  of  discounts,  interest  not  being  annual,  etc.,  to  be  charged 
according  to  profits  of  preceding  year.  Third,  profits  of  cattle  dealers  and 
milk  sellers,  whose  lands  are  not  sufficient  for  the  keep  of  their  cattle,  to  be 
charged  according  to  profits  of  preceding  year. 

Fourth  Case. — Interest  from  securities  in  British  dominions  abroad,  or 
foreign  securities  not  chargeable  under  Schedule  C,  is  to  be  charged  on 
amount  received  in  United  Kingdom  in  the  current  year. 

Fifth  Case. — Possessions  outside  the  United  Kingdom  are  to  be  charged 
on  sums  or  value  received  within  it  on  three  years'  average. 

Sixth  Case. — Profits  not  within  the  other  rules  or  schedules  to  be  assessed 
on  an  average  to  be  directed  by  the  Commissioners. 

Annuities,  yearly  interest,  and  other  annual  payments,  payable  within 
or  out  of  the  United  Kingdom,  either  as  a  charge  on,  or  reservation  out  of 
property,  or  as  a  personal  obligation  by  any  contract,  are  to  be  charged 
according  to  the  provisions  of  the  third  case ;  where  the  same  are  payable 
out  of  profits  brought  into  charge,  no  assessment  is  to  be  made  on  the 
recipient  thereof,  but  the  whole  of  such  profits  are  to  be  charged  with  the 
tax  on  the  payer,  without  distinguishing  the  annual  payment,  and  he  is  to 
deduct  the  proper  proportion  of  tax  on  making  the  annual  payment  (see 
also  No.  IV.,  Rules  9  and  10,  Schedule  A).  Where  the  interest  is  secured 
on  rates,  the  officer  having  the  management  of  the  accounts  is  to  be  charged 
with  the  tax  on  such  interest  (sec.  102).  Penalties  for  refusing  to  allow 
the  deduction  are  imposed  by  sec.  103  and  Act  of  1853,  sec  40.  Where 
rate  of  duty  has  changed,  see  27  &  28  Vict  c.  18,  sec.  15. 

By  sec.  24  (3)  of  51  &  52  Vict.  c.  8,  on  payment  of  any  interest  or 
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annuities  chargeable  under  Schedule  D,  and  not  payable  out  of  profits 
charged  to  the  tax,  the  person  by  or  through  whom  the  same  are  paid  has 
to  deduct  the  tax  then  in  force,  and  account  for  it  to  the  Crown  (London 
County  Council  v.  A.  0.  [1901],  A.  c.  26). 

Persons  carrying  on  two  or  more  concerns*  may  set  off  the  loss  in  one 
against  the  profits  of  another  (sec.  101). 

Exemption  is  granted  in  respect  of  the  yearly  interest  or  other  annual 
payment  belonging  to  any  corporation  or  charity  trustees  so  far  as  it  is 
applied  to  charity  (sec.  105),  and  the  Schedule  D  income  of  certain 
Friendly  Societies  (Act  1853,  sec.  49),  Trade  Union  and  Industrial  and 
Provident  Societies  (56  &  57  Vict.  c.  2,  and  c.  39,  sec.  24),  and  Savings 
Banks  (57  &  58  Vict.  c.  30,  sec.  36). 

Belief  is  granted  under  sec.  133,  if  at  the  end  of  a  year  of  assessment  a 
person  charged  under  Schedule  D  on  his  own  return  proves  that  his  profits 
actually  fell  short  of  the  sum  so  returned  according  to  the  prescribed 
average ;  but  by  28  &  29  Vict.  c.  30,  sec.  6,  no  repayment  is  to  be  made 
unless  the  profits  of  the  year  of  assessment  are  proved  to  be  less  than  the 
profits  for  one  year  on  a  three  years'  average,  including  the  year  of  assess- 
ment, and  the  relief  is  not  to  extend  to  more  than  the  difference  between 
the  sum  assessed  and  such  average  for  one  year,  including  the  year  of 
assessment.     But  if  entitled  to  exemption,  see  Act  of  1853,  sec.  30. 

Belief  also  is  granted  by  sec.  134  where  a  person  assessed  ceases  to  carry 
on  his  business  or  profession,  etc.,  or  dies,  or  becomes  bankrupt  within  the 
year  of  assessment,  or  from  some  specific  cause  loses  his  profits.  Applica- 
tion must  be  made  within  three  months  after  the  end  of  such  year.  No 
relief  is  made  in  case  of  a  succession  except  as  indicated  in  No.  4  of  rules 
applying  to  both  the  first  and  second  cases. 

Belief  also  by  way  of  such  allowances  as  the  Commissioners  may  think 
just  may  be  made  for  the  diminished  value  from  wear  and  tear  in  the  year 
of  assessment  of  machinery  and  plant  (41  &  42  Vict.  c.  15,  sec.  12.  See 
Caledonian  Railway  v.  Banks,  18  S.L.B.  85;  Burnley  Steamship  Co.  v. 
Aikin,  31  S.L.B.  803 ;  Cunard  Co.  v.  Covlson  [1899],  1  Q.B.  865 ;  Zeith, 
Hull,  &  Hamburg  Co.  v.  Musgrave,  36  S.L.B.  745 ;  Peninsular  &  Oriental 
Co.  v.  Leslie,  79  L.T.  118  and  82  L.T.  137). 

Belief  also  is  granted  under  sec.  23  of  53  &  54  Vict.  c.  8  for  a  loss  in  a 
trade,  profession,  or  farming  by  an  adjustment  of  liability,  by  reference  to 
the  loss  and  the  aggregate  income  of  the  person  for  the  year.  Application 
must  be  made  to  the  Surveyor  of  Taxes  within  six  months  of  the  year  of 
assessment.  On  the  Commissioners  being  satisfied  as  to  the  loss  and 
payment  of  tax  on  the  aggregate  income,  they  grant  a  certificate  for  repay- 
ment of  so  much  of  the  tax  paid  as  represents  tax  on  income  equal  to 
the  loss. 

As  regards  the  place  of  assessment  under  Schedule  D,  householders 
(except  those  engaged  in  business,  etc.,  who  are  to  be  assessed  where  it  is 
carried  on,  and  see  sec.  110)  are  to  be  assessed  where  they  dwell.  Persons 
not  being  householders  or  engaged  in  business,  etc.,  shall  be  assessed  where 
they  ordinarily  reside.  Other  persons  than  the  above  are  to  be  assessed 
where  they  reside  when  the  tax  Acts  begin  to  be  executed  each  year,  or 
shall  first  come  to  reside  after  such  time.  Where  a  business  is  carried  on 
in  the  United  Kingdom  by  the  manufacture  of  goods  the  assessment  shall 
be  where  the  goods  are  manufactured,  although  the  sales  may  be  elsewhere. 
Persons  not  engaged  in  business  and  with  two  or  more  residences  shall  be 
charged  where  they  usually  reside  when  the  Acts  begin  to  be  executed  each 
year  (sec.  106,  see  also  sec.  110 ;  and  further  as  to  persons  coming  to  or 
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removing  from  a  parish,  etc.,  sec.  177 ;  and  as  to  where  profits  under  cases  4 
and  5  are  to  be  assessed,  sec.  108). 

The  Schedule  D  assessments  are  made  by  the  Additional  Commissioners 
(sees.  111-117).  But  where  any  one  gives  notice  with  his  return  of  his 
desire  to  be  assessed  by  the  Special  Commissioners,  they  make  the  assess- 
ment subject  to  a  right  of  appeal  to  themselves  in  the  same  way  as  from 
the  Additional  to  the  General  Commissioners  (sees.  131  and  132).  In  Ireland 
the  Surveyor  of  Taxes  makes  the  assessment,  and  the  Special  Commissioners 
allow  and  sign  it  (Act  1853,  sec.  20).  Schedule  D  assessments  are  secret, 
and  all  the  officials  have  to  take  an  oath  of  secrecy  as  to  Schedule  D 
matters  (sec.  38,  and  26  &  27  Vict.  c.  33,  sec.  22),  and  the  Courts  also  afford 
help  (re  Joseph  Hargreaves,  Ltd.  [1900],  1  Ch.  347 ;  Mitchell  v.  Koecker,  11 
Beav.  380;  Christie  v.  Craik,  37  S.L.B.  503;  Macdonald  v.  Heddcrurick, 
38  S.L.K.  455).  To  give  further  secrecy  in  a  person's  own  neighbourhood, 
payment  of  an  assessment  of  the  Special  Commissioners  can  be  made  to  the 
Accountant-General  at  Somerset  House  (sec.  131),  and  of  an  assessment  of 
the  General  Commissioners  under  a  number  or  letter  in  certain  circum- 
stances (sees.  137,  139,  and  Taxes  Management  Act,  sec.  93). 

An  appeal  lies  to  the  General  Commissioners,  and  notice  of  the  appeal 
day  has  to  be  given  to  the  appellants,  as  well  as  a  general  public  notice. 
The  General  Commissioners  on  an  appeal  have  power  to  enforce  the 
delivery  of  accounts,  to  put  questions  in  writing,  to  be  answered  in  writing, 
or  viva  voce,  by  the  appellant,  to  make  him  verify  his  answers  and  accounts 
on  oath,  to  summon  witnesses  to  be  examined  upon  oath,  and  to  fix  the 
assessment  (sees.  118-129,  and  Taxes  Management  Act,  sec.  57).  An 
alternative  appeal  lies  to  the  Special  instead  of  to  the  General  Com- 
missioners (sees.  130  and  132).  In  Ireland  the  appeal  lies  to  the  Special 
Commissioners,  with  a  further  appeal  to  an  assistant  barrister,  etc.  (Act  of 
1853,  sees.  21  and  22).  See  also  generally  as  to  appeals  Taxes  Manage- 
ment Act,  sees.  57  and  58. 

Interest,  annuities,  dividends,  etc.  payable  out  of  any  foreign  or  colonial 
source  have  to  be  returned  for  assessment  under  Schedules  C  or  D,  as  the 
case  may  be,  by  the  Special  Commissioners,  by  the  persons  entrusted  with 
their  payment,  or  the  agent  in  charge  of  the  register,  etc.  in  the  United 
Kingdom,  which  includes  bankers,  etc.,  selling  or  realising  coupons, 
warrants,  or  bills  of  exchange  given  as  payment  of  any  dividends  (sees.  29 
and  96 ;  5  &  6  Vict.  c.  80,  sec.  2 ;  16  &  17  Vict.  c.  34,  sec.  10 ;  24  &  25  Vict, 
c.  91,  sec.  36;  29  &  30  Vict.  c.  36,  sec.  9;  31  &  32  Vict.  c.  28,  sec.  5; 
48  &  49  Vict.  c.  51,  sec.  26 ;  and  51  &  52  Vict.  c.  8,  sec.  24  (2)). 

(5)  Schedule  E  (sec.  146)  Rule  I. — The  tax  which  is  in  respect  of  public 
offices,  appointments,  etc.,  is  to  be  assessed  on  the  persons  receiving  the 
income  for  all  salaries,  fees,  perquisites,  profits,  etc.,  accruing  from  such 
offices,  etc.,  after  deducting  the  amount  of  duties  and  other  sums  payable 
thereon  by  statute  (Beaumont  v.  Bowers  [1900],  2  Q.B.  204,  disapproved  of 
in  Hudson  v.  Gribble,  and  Bell  v.  Gribble,  decided  in  Court  of  Appeal  on 
18th  February  1903).  The  assessment  is  on  the  income  for  the  year  of 
assessment,  except  that  as  regards  perquisites  an  average  of  one  or  three 
preceding  years  is  taken  (see  Rule  IV.) 

Rule  III. — Offices  to  be  charged. — Offices  belonging  to  Parliament, 
Courts  of  Justice,  Civil  Government  of  the  Crown,  County  Palatine, 
Military  and  Naval  Forces  if  commissioned,  ecclesiastical  bodies,  public 
corporations,  companies,  public  institutions,  counties,  divisions,  towns, 
trusts  or  guardians  of  funds,  tolls  or  duties  in  counties,  etc.,  and  all 
employments  of  a  public  nature. 


INCOME  TAX  323 

Hides  V.  and  VI. — In  Government  offices  and  Crown  employment  the 
tax  is  deducted,  and  in  other  offices  shall  be  deducted  when  the  income  is 
payable  at  such  office  by  an  officer  thereof. 

As  regards  the  place  of  assessment  persons  shall  be  deemed  to  have 
exercised  their  office  at  the  head  office  of  the  department,  etc.  by  whom 
they  are  employed  (sec.  147). 

Expenses  necessarily  incurred  in  the  performance  of  the  duties  of  a 
public  office  are  a  proper  deduction  (Act  1853,  sec.  51 ;  Cook  v.  Knott, 
4  T.L.R  164;  Bowers  v.  Harding  [1891],  1  Q.B.  560).  The  tax  is  assessed 
by  the  General  Commissioners  except  where  Commissioners  are  specially 
appointed  for  certain  offices  (sees.  24-32).  In  Ireland  the  Special  Com- 
missioners Act  (Act  1853,  sec.  20),  as  to  appeals,  see  Taxes  Management 
Act,  sees.  57  and  58. 

5.  General. — All  Schedules. — Only  deductions  expressly  enumerated 
are  allowed,  and  none  for  diminution  of  capital  (sec.  159).  Deductions  for 
expenses  of  ministers  of  religion  in  performing  their  duties  are  allowed 
(Act  1853,  sec.  52). 

In  cases  of  omissions  from  assessment  or  under-assessment  there  are 
powers  of  surcharging  and  making  additional  assessments  with  power  of 
appeal  (sees.  127, 130,  161,  and  162 ;  and  Taxes  Management  Act,  sees.  52, 
57  (8),  63-70). 

Exemption  is  granted  where  the  total  income  does  not  exceed  £160 
(sec.  163,  and  57  &  58  Vict.  c.  30,  sec.  34),  and  abatement  on  £160,  £150, 
£120,  and  £70  of  income  where  the  total  does  not  exceed  £400,  £500, 
£600  and  £700  respectively  (Act  1853,  sec.  28,  and  61  &  62  Vict.  c.  10, 
sec.  8).  The  income  of  both  husband  and  wife  living  together  is  for  the 
purposes  of  the  Income  Tax  Acts  the  income  of  the  husband ;  but  if  their 
joint  income  does  not  exceed  £500,  then  on  an  exemption  or  abatement 
claim  on  proof  that  it  includes  profits  of  the  wife  from  a  business  profession, 
etc.  carried  on  by  her  personal  labour,  and  that  the  rest  arises  from  a  business, 
etc.  carried  on  by  the  husband's  personal  labour  unconnected  with  the  wife's 
business,  such  claim  shall  be  treated  as  separate  claims  by  husband  and  wife 
(60  &  61  Vict.  c.  24,  sec.  5).  Exemption  and  abatement  have  to  be  proved 
before  the  General  Commissioners  where  the  party  resides,  who  either  reduce 
the  assessment  or  certify  to  the  Special  Commissioners  for  repayment  as  the 
case  may  be.  Penalties  are  imposed  for  making  false  claims,  or  for  aiding 
or  abetting  in  making  false  claims  (sees.  163-166).  In  Ireland  the  claim 
is  to  the  Special  Commissioners  (Act  1853,  sec.  31). 

Any  one  insuring  or  taking  a  deferred  annuity  on  his  own  or  his  wife's 
life,  or  liable  by  statute  for  an  annual  sum  to  secure  such  an  annuity  to  his 
widow  or  provision  for  his  children  after  death,  is  relieved  to  the  extent  of 
the  tax  on  the  premiums  or  such  annual  sum  (not  exceeding  one-sixth  of 
his  income)  by  reduction  of  his  assessments  or  repayment  by  the  Special 
Commissioners.  The  relief  is  not  to  have  the  effect  of  entitling  to  total 
exemption  or  abatement  (Act  of  1853,  sec.  54).  The  relief  is  limited  to 
policies  and  contracts  of  a  certain  class  of  insurance  company,  etc.  (16  &  17 
Vict.  c.  91,  sec.  1 ;  18  &  19  Vict.  c.  35,  sec.  1 ;  and  22  &  23  Vict,  c  18, 
sec.  6). 

On  an  appeal  the  Commissioners  may  permit  barristers  and  solicitors  to 
plead  (61  &  62  Vict.  c.  10.  sec.  16). 

After  the  decision  of  any  appeal  the  appellant  or  the  Surveyor  of  Taxes 
may,  if  dissatisfied  on  a  point  of  law,  declare  his  dissatisfaction,  and  within 
twenty-one  days  require  by  notice  in  writing  the  stating  of  a  case  to  the 
Courts  of  law,  which  is  to  set  forth  the  facts  and  decision,  and  to  be  trans- 
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mitted  to  the  Court  within  seven  days  after  receiving  it  by  the  party 
requiring  it,  who,  before  or  at  the  same  time,  has  to  give  notice  to  the  other 
party,  together  with  a  copy  of  the  case.  The  appeal  can  be  finally  carried 
to  the  House  of  Lords  (Taxes  Management  Act,  sees.  10  and  59). 

The  tax  is  payable  on  or  before  the  1st  January  in  the  year  of  assess- 
ment, or  on  the  day  after  the  assessment  is  signed  and  allowed,  when  this 
takes  place  after  such  date  (Taxes  Management  Act,  sec.  82). 

Very  wide  powers  of  recovering  the  tax  by  distress  are  given,  and  in 
the  case  of  Schedule  A  any  goods  found  on  the  premises  the  subject  of  the 
assessment  may  be  distrained.  Powers  of  recovery  by  arrest  and  by 
proceedings  in  the  Courts  are  also  given  (sees.  63  (No.  IX.),  155,  172,  173, 
and  177 ;  and  Act  1853,  sees.  23-25 ;  and  Taxes  Management  Act,  sees.  85- 
97  and  10  and  111). 

As  a  Crown  debt  the  tax  generally  has  priority  (re  Henley  &  Co.,  9  Ch. 
D.  469),  but  by  sec.  150  of  the  Bankruptcy  Act  1883,  its  provisions  as  to 
remedies  against  the  debtor's  property,  the  priorities  of  debts,  the  effect  of  a 
composition,  etc.,  and  of  a  discharge  bind  the  Crown.  The  Preferential 
Payments  in  Bankruptcy  Act  1888,  and  the  same  (Ireland)  Act  1889, 
give  priority  to  taxes  assessed,  on  a  bankrupt  or  company  being  wound 
up,  for  the  year  to  the  5th  April  next  before  the  date  of  the  receiv- 
ing order  or  commencement  of  the  winding-up.  By  the  Amending  Act 
of  1897  a  similar  priority  is  given  over  debenture  holders  in  certain 
cases. 

Penalties  are  imposed  for  obstructing,  etc.,  tax  officials  (Taxes  Manage- 
ment Act  1880,  sec.  23 ;  and  53  &  54  Vict.  c.  21,  sec.  11). 

P.  Meliss  Smyth. 

Income  Tax  Returns. — Accountants  are  sometimes  instructed 
to  prepare  accounts  for  a  trader  for  submission  to  the  income  tax 
authorities,  or  they  may  be  instructed  to  claim  repayment  of  tax  on  his 
behalf. 

The  accountant  in  such  cases  should  endeavour  to  prepare  Profit  and 
Loss  Accounts  and  Balance-sheets  where  at  all  possible,  as  these  are  con- 
sidered more  satisfactory  than  a  mere  statement  of  profit  and  loss  arrived 
at  by  means  of  balance-sheets.  Where  the  labour  involved  in  preparing 
Profit  and  Loss  Accounts  would  cost  more  than  the  amount  of  tax  to  be 
claimed,  the  accountant  should  at  least  point  this  fact  out  to  his  client 
before  proceeding,  and  if  he  considers  that  the  revenue  authorities  will 
accept  a  mere  statement  of  profit  arrived  at  by  means  of  balance-sheets,  his 
best  course  will  be  to  do  this.  These  remarks  apply  to  books  which  have 
not  been  kept  on  the  double-entry  principle,  and  which  have  not  been 
balanced  regularly.  Where  the  books,  however,  have  been  balanced 
regularly,  the  accountant  should  have  no  difficulty  in  satisfying  the 
revenue  authorities  as  to  the  profits  falling  to  be  assessed. 

In  submitting  the  Profit  and  Loss  Account  of  a  concern  to  the  assessors, 
sometimes  special  Profit  and  Loss  Accounts  are  prepared  containing  only 
the  items  which  should  be  included,  according  to  the  principles  laid  down 
by  the  assessors.  The  better  method  is  to  submit  copies  of  the  Profit  and 
Loss  Accounts  of  the  concern  as  they  appear  in  the  business  books,  and  in 
an  appended  statement  show  any  deductions  or  additions  which  require  to 
be  made  to  give  effect  to  the  requirements  of  the  assessors. 

In  order  to  show  what  items  should  be  included  in  preparing  returns 
to  the  revenue  authorities,  there  is  submitted  a  statement  showing  various 
deductions  and  additions,  and  there  is  also  shown  the  Profit  and  Loss 
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Accounts  for  the  three  years,  giving  effect  to  all  these,  deductions  and 
additions  in  the  accounts  themselves. 


Wood  and  Co.,  Engineers 
Abstract  of  Profit  and  Loss  Accounts  as  shown  in  the  Boohs 

Income. 


1001. 

1902. 

1903. 

By  Contracts  and  sales    . 
,,   Rents  received  .... 

Gross  income  .... 

£          8.     d, 

31,000    0    0 
200    0    0 

£          8.     d. 

38,000    0    0 

200    0    0 

£          8.     d. 

50,000    0    0 
200    0    0 

31,200    0    0 

38,200     0    0 

50,200    0    0 

Expenditure. 


1901. 

1902. 

1908. 

£ 

*. 

d. 

£ 

*.     d. 

£          8.     d. 

To  Material 

13,000 

0 

0 

18,000 

0    0 

25,000    0    0 

,,  Wages  and  salaries 

12,000 

0 

0 

13,000 

0    0 

17,600    0    0 

I    ,,  Charges 

700 

0 

0 

800 

0    0 

900    0    0 

1    ,,  Rent,  rates,  taxes,  etc 

• 

600 

0 

0 

500 

0    0 

500    0    0 

(    ,,   Discount    . 

500 

0 

0 

600 

0    0 

700    0    0 

,,  Depreciation 

400 

0 

0 

500 

0    0 

600    0    0 

,,  Interest  on  mortgage 

300 

0 

0 

200 

0    0 

100    0    0 

1    ,,  Interest  on  capital 

500 

0 

0 

600 

0    0 

700    0    0 

1    ,,  Salaries  to  partners    . 

1,000 

0 

0 

1,000 

0    0 

1,000    0    0 

29,000 

0 

0 

35,200 

0    0 

47,100    0     0 

,,  Profit  allocated  to  partners 

2,200 

0 

0 

3,000 

0    0 

3,100    0     0 

31,200 

0 

0 

38,200 

0    0 

50,200    0    0 

Statement  showing  Assessable  Income 


1901. 

1902. 

1903. 

Profit  allocated  to  partners  as  above 
Add— 

Salaries  to  partners 
Interest  on  capital  .... 
Interest  on  mortgage 
Depreciation 

£         8.     d. 
2200    0    0 

1000    0    0 
500    0    0 
300    0    0 
400    0    0 

£        f.     d. 

3000     0     0 

1000     0     0 
600    0    0 
200    0    0 
500    0    0 

£         8.     d. 
3100    0    0 

1000    0    0 
700    0    0 
100    0    0 
600    0    0 

4400     0     0 

5300     0    0 

5500    0    0 

Deduct — 

Rents    received,   upon    which    tax 

already  deducted 
Wear  and  tear  allowed  by  assessors 

Assessable  Income  . 

200     0     0 
300    0     0 

200    0    0 
400    0    0 

200    0    0 
400    0    0 

500     0     0 

600    0    0 

600    0    0 

3900    0    0 

4700    0    0 

4900    0    0 

i 

Equal  to  an  average  of  £4500  per  annum. 
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Abstract  of  Profit  and  Lou  Accounts,  urith  Items  not  assessable  and  not  chargeable 


eliminated 
Income. 

i 

1901. 

1902. 

1903. 

By  Contracts  and  sales    . 

£          s.     d. 
1     31,000     0    0 

£          s.     d. 
38,000    0    0 

£         s.     d. 
50,000    0    0 

Expenditure. 

1001. 

1903. 

1908. 

1 

To  Material 

,,  Wages  and  salaries     . 

,,  Rent,  rates,  taxes,  etc. 

,,  Wear  and  tear   .... 

,,  Assessable  profit 

£          9.     d. 

13,000     0     0 
12,000     0     0 
700     0    0 
600    0    0 
500    0    0 
300    0    0 

£          «.     d. 
18,000     0     0 
13,000    0    0 
800    0    0 
500    0    0 
600    0    0 
400    0    0 

£          «.     <L      ! 
25,000    0    0      | 
17,600    0    0 
900    0    0 
500    0    0 
700    0    0 
400    0    0     , 

27,100    0    0 
3,900    0    0 

33,800    0    0 
4,700    0    0 

45,100    0    0 
4,900    0    o     ; 

31,000    0    0 

38,000    0    0 

50,000    0    0 

The  above  statements  show  the  form  in  which  the  Profit  and  Loss 
Accounts  may  be  submitted,  and  it  will  be  observed  that  for  purposes  of 
assessment  interest  on  capital  and  partners'  salaries  cannot  be  charged. 

The  following  other  payments  are  not  allowed  to  be  charged  :—(l)  In- 
come tax.  (2)  Disbursements  not  wholly  or  exclusively  laid  out  for  trade 
purposes.  (3)  Depreciation  of  lands,  buildings,  and  leases.  (4)  An  annual 
payment  chargeable  against  profits,  the  tax  on  which  has  been  deducted  on 
payment.     (5)  Sums  expended  in  improvement  of  premises. 

About  May  or  June  in  each  year  the  income-tax  assessors  send  out 
large  notices  asking  each  taxpayer  to  furnish  a  return  of  his  income  for 
the  year  which  will  close  on  the  5th  April  following.  Immediately  such  a 
return  is  received  the  taxpayer  should  prepare  such  a  return  as  is  given 
above  and  send  it  to  the  assessors.  The  tax  is  payable  on  or  before  1st 
January. 

If  the  actual  profit  earned  in  any  particular  year  is  less  than  the 
average  profit  of  the  three  preceding  years,  repayment  is  allowed  of  the  tax 
on  the  difference  between  the  assessment  and  the  average  profit  of  the 
three  years,  including  the  year  of  assessment.  If  the  profit  for  any  year 
is  greater  than  the  average  of  that  year  and  the  two  preceding  years, 
repayment  is  only  allowed  of  the  amount  of  the  tax  upon  the  original 
assessment  and  the  profit  actually  earned  in  that  particular  year.     Thus — 


Actual  profit  for  1901,  £1400 
Do.  1902,     1200 

Do.  1903,     1000 


Average,  £1200,  upon  which 
assessment  for  1904  would 
be  made. 


If  the  profit  for  1904  is,  however,  only  £500,  then  return  may  be 
claimed  on  £300,  as  follows : — 


Actual  profit  for  1902,  £1200 
Do.  1903,     1000 

Do.  1904,       500 


Average,  £900. 
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Assessment  made  on 
Average,  as  above 

Amount  on  which  tax  is  recoverable 


£1200 
900 

£300 


If  the  profit  for  1904,  however,  was  £1130,  the  average  would  be  £1110, 
as  follows : — 

Actual  profit  for  1902,  £1200  ' 
Do.  1903,     1000 

Do.  1904,     1130 


Average,  £1110 


The  return  of  tax  can  only  be  claimed  on  the  difference  between  the 
assessment,  £1200,  and  the  actual  profit,  £1130 — that  is,  on  £70,  not  on  the 
difference  between  the  amount  of  assessment,  £1200,  and  the  average  of 
£1110. 

In  the  case  of  a  regular  fall  each  year  in  the  profits,  the  rule  as  to  the 
three  years'  average  results  in  the  taxpayer  being  over-assessed  to  the 
extent  of  the  fall  in  his  profits,  as  will  be  seen  from  the  following  state- 
ment : — 

Statement  showing  working  of  Three  Years1  Average  Method 

of  Assessing  Income  Tax. 


Year  to  6th 
April. 

Actual  Profits. 

Assessment. 

Tax  repaid  on 

Net 
Assessment. 

1 

1 

1         1890 

£10,000 

>         1891 

9,000 

1892 
1893 

8,000 

£9,000 

£1000 

£8,000 

£7,000 

1894 

6,000 

8,000 

1000 

7,000 

1895 

5,000 

7,000 

1000 

6,000 

1896 

4,000 

6,000 

1000 

5,000 

1897 

3,000 

5,000 

1000 

4,000 

1898 

2,000 

4,000 

1000 

3,000 

1899 

1,000 

3,000 

1000 

2,000 

Pro! 

1900 

nil. 

2,000 

1000 

1,000 

it  for  8  years 

£28,000 

£44,000 

£8000 

£36,000 

During  the  eight  years,  therefore,  in  which  the  total  profits  have 
amounted  to  £28,000,  the  tax  chargeable  in  terms  of  the  Act  has  been 
£36,000,  or  £8000  too  much. 

If,  on  the  other  hand,  we  assume  that  the  profits  increase  by  £1000 
each  year,  then  in  the  eight  years  the  profit  earned  amounts  to  £52,000, 
and  the  tax  is  paid  on  only  £36,000,  so  that  the  taxpayer  benefits  to  the 
extent  of  the  tax  upon  £16,000.  In  both  cases  the  tax  for  the  first  three 
years  has  been  omitted. 

Where  income  tax  is  paid  by  a  firm  it  is  preferable  to  have  each 
partner  assessed  individually,  so  that  the  amount  paid  for  each  may  be 
charged  to  his  individual  account.  When  this  is  not  done,  the  tax  should 
not  be  debited  to  the  Profit  and  Loss  Account,  except  in  those  cases  where 
the  capital  of  the  partners  and  their  interests  in  the  profits  bear  the  same 
ratio  to  one  another.  Where  the  partners'  capital  and  the  interest  of  the 
partners  in  the  business  bear  the  same  proportion,  and  the  Profit  and  Loss 
Account  is  debited  with  the  income  tax,  the  result  is  that  each  partner 
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bears  his  proper  share  of  it ;  but  where  these  conditions  as  to  capital  and 
profits  do  not  hold,  debiting  the  income  tax  to  the  Profit  and  Loss  Account 
would  have  the  effect  of  making  an  unjust  apportionment,  although  perhaps 
the  extent  of  the  error  would  be  very  small.  Thus,  suppose  A,  B,  and  C 
have  capital  in  a  firm  of  £1000,  £500,  and  £100  respectively ;  that  A  is 
entitled  to  a  salary  of  £2000,  and  B  to  a  salary  of  £500,  and  that  after 
crediting  interest  at  5  per  cent  the  profits  fall  to  be  divided  equally.  Then 
on  the  assumption  that  the  total  assessable  profit  is  £4680  for  the  year,  the 
income  tax  payable  at  8d.  per  £1  would  be  £156.  If  this  were  charged  to 
the  Profit  and  Loss  Account  each  partner  would  bear  £52,  whereas  the 
proper  allocation  is  as  follows : — 


A. 
B. 
C. 


Salary. 

Interest. 

Profit. 

Total  Profit.    ;       ^™»l 

i 

£2000 
500 

£50 

25 

5 

£700 
700 
700 

£2750 

1225 

705 

£91  13     4 
40  16     8 
23  10    0 

£2500 

£80 

£2100 

£4680 

£156    0    0 

Income-Tax  Tables. 
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Introductory. — Each  year,  about  the  5th  of  April,  the  rate  of  Income 
Tax  for  the  year  from  that  date  is  fixed  by  the  Government.  The  financial 
year  of  the  Government  runs  from  5th  April  to  5th  April  in  the  succeeding 
year,  but  it  seldom  happens  that  payments  of  interest,  etc.,  from  which 
Income  Tax  falls  to  be  deducted  are  made  for  that  period.  In  the 
majority  of  cases,  payments  of  interest,  etc.,  are  made  at  various  terms 
during  a  year,  while  dividends  of  limited  companies  are  also  payable  at 
periods  according  to  the  dates  when  their  accounts  close. 

Yearly  sums  from  which  tax  is  deductable. — When  the  rate  of  Income 
Tax  is  changed  as  at  5  th  April  in  any  year,  the  Income  Tax  on  all  sums 
falling  due  after  that  date,  and  which  have  been  accumulating  when  the 
tax  changed,  must  be  calculated  so  as  to  arrive  at  the  exact  amount  of  tax 
deductable.  The  proportion  of  the  sum  due  which  is  for  a  period  after 
5  th  April  must  have  tax  deducted  at  the  new  rate,  while  the  proportion  of 
interest  efleiring  prior  to  5th  April  must  have  tax  deducted  at  the  old  rate. 
Or,  what  comes  to  the  same  in  the  end,  the  rate  of  tax  to  be  deducted  may 
be  calculated  first  and  then  deducted  from  the  sum  due.  In  illustration  of 
this  a  few  examples  may  be  taken. 

Thus,  to  take  the  change  in  the  Income  Tax  which  took  place  as  at  5th 
April  1902.  The  Income  Tax  for  the  year  from  5th  April  1901  to  5th 
April  1902  was  at  the  rate  of  Is.  2d.  per  £,  and  for  the  year  from  5th  April 
1902  to  5th  April  1903  at  the  rate  of  Is.  3d.  per  £.  Now,  suppose  a 
payment  of  interest  for  a  year  from  15th  May  1901  was  to  be  paid  on 
15th  May  1902,  the  question  comes  to  be,  What  amount  of  Income  Tax  is 
deductable  ? 

The  Income  Tax  from  15th  May  1901  to  5th  April  1902,  as  already 
stated,  was  at  the  rate  of  Is.  2d.  per  £,  while  from  5th  April  to  15th  May 
1902  the  rate  is  Is.  3d.  per  £,  and  the  interest  payable  was  accruing  when 
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the  tax  changed.  One  way  to  find  the  total  tax  to  be  deducted  would  be 
to  take  the  proportion  of  interest  effeiring  from  15th  May  1901  to  5th 
April  1902  and  take  the  tax  on  the  amount  so  found  at  Is.  2d.  per  £,  and 
then  take  tax  on  the  remainder  of  the  yearly  payment  at  Is.  3d.  per  £. 
The  two  amounts  of  tax  so  found  would  give  the  total  tax  deductable  from 
a  yearly  payment  falling  due  at  15th  May  1902. 

A  much  simpler  method,  however,  to  find  the  total  tax  deductable  is  to 
take  the  tax  at  Is.  2d.  per  £  for  the  period  from  15th  May  1901  to  5th 
April  1902,  i.e.  for  325  days,  and  the  tax  for  the  period  from  5th  April  to 
15th  May  1902  at  la  3d.  per  £,  i.e.  40  days.  Adding  these  two  amounts 
of  tax  you  get  the  tax  deductable  from  a  yearly  payment  of  £1  falling  due 
at  15th  May  1902.     This  tax  amounts  to  1410958  pence,  as  follows : — 

395  40 

l~  of  14cL  +  *UK  of  15d.  =  1410958d. 
365  365 

When  the  first  figure  is  got,  it  is  a  very  simple  matter  to  prepare  tables  as 
shown  later  on,  and  thus  the  amount  of  tax  deductable  on  yearly  sums 
falling  due  at  15th  May  1902  can  readily  be  ascertained. 

To  take  another  example.  Suppose  a  limited  company  wished  to  pay  a 
dividend  less  Income  Tax  for  the  year  from  30th  June  1901  to  30th  June 
1902,  they  would  require  to  deduct  tax  at  14-23561  pence  per  £  from  all 
such  dividends  so  paid. 

This  figure  is  arrived  at  as  follows : — 

279  (days  from  30th  June  1901  to  5th  April  1902)    f    ^  ,  Jd         . 

365 

86  (days  from  5  th  April  to  30th  June  1902)    «-PJ/  (LN     1iMCfl1i 

— * — ^ J;^ '-  of  15d.  (new  rate)  =  14*23561d. 

3oo  v 

Another  way  of  working  out  the  tax  is  to  take  the  old  rate  and  add  to 
this  the  proportion  of  the  increase  in  the  tax  for  the  number  of  days  from 
5th  April  to  the  end  of  the  year  or  half-year.  The  working  of  the  two 
foregoing  examples  by  this  method  would  be  as  follows : — 

40 
1st  Example.     14d.  +  |g    of  Id.  =  1410958d. 

2nd  Example.     14d.  +  ^  of  Id.  =  14'23561d. 

From  the  foregoing  examples  of  yearly  sums  upon  which  Income  Tax  is 
deducted,  it  will  be  observed  that  a  calculation  is  necessary  in  order  to 
arrive  at  the  Income  Tax  deductable  where  such  sums  are  accruing  before 
and  after  the  date  on  which  the  Income  Tax  has  changed. 

Half-yearly  sums  from  which  tax  is  deductable. — With  regard  to 
half-yearly  payments,  the  matter  is  somewhat  more  complicated. 

For  example,  take  a  half-yearly  payment  falling  due  at  15th  May  1902. 
The  question  now  is  what  amount  of  tax  is  deductable  looking  to  the  fact 
that  the  tax  was  increased  from  Is.  2d.  to  Is.  3d.  in  the  £  on  5th  April  1902. 

In  this  case,  it  is  a  half-yearly  sum  falling  due  at  15th  May  1902,  and 
for  purposes  of  illustration  let  it  be  the  second  half -year's  payment  of  a 
yearly  sum  payable  half-yearly  at  11th  November  and  15th  May,  running 
from  15th  May  1901. 

Now  the  point  to  be  noted  here  is  that  the  11th  November  and  15th 
May  are  merely  the  days  on  which  the  half-yearly  payments  are  made, 
and  it  must  not  be  thought  that  because  a  half-yearly  sum  is  payable  on 
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15th  May  1902  it  is  for  the  period  from  11th  November  1901  to  15th  May 
1902.  The  sum  is  supposed  to  have  been  originally  invested  on  15th 
May,  and  all  periods  of  time  must  be  measured  from  that  date.  If  the 
money  had  been  originally  invested  on  11th  November,  then  that  date 
would  have  been  taken  as  the  basis  of  measurement,  as  will  be  shown  in 
the  next  example.  In  this  example  the  number  of  days  from  5th  April  to 
15th  May  1902  (this  date  being  taken  as  the  date  to  reckon  from,  as  the 
yearly  payments  run  from  that  date  to  the  same  date  in  the  succeeding 
year)  is  the  number  of  days  in  which  the  tax  has  been  Is.  3d.  The  number 
of  days  in  this  period  is  40,  so  that  the  balance  of  142£  days  (being  the 
number  of  days  in  a  half-year,  less  40  days)  is  the  period  in  which  the  tax 
was  Is.  2d.  per  £. 

This  example  would  then  work  out  as  follows : — 

J|||  of  144  +  Tg~  of  154  =  14-219174, 


or 


14d.  +  1  %  of  ld-  - 14-219174 

This  figure,  14*21917d.,  represents,  then,  the  tax  deductable  from  half- 
yearly  payments  falling  due  at  15th  May  1902,  these  half-yearly  sums 
being  the  second  half  of  a  yearly  sum  running  from  15th  May  1901. 

Take  now  the  case  of  half-yearly  payments  of  a  yearly  sum,  payable  at 
15th  May  and  11th  November  1902,  the  money  having  been  originally 
invested  on  11th  November  in  some  previous  year.  The  first  half-year's 
payment  will  be  made  at  15th  May  1902,  and  it  is  for  a  half-year  running 
from  11th  November  1901.  The  number  of  days  from  11th  November 
1901  to  5th  April  1902  is  145  days,  and  that  is  the  number  of  days  during 
which  the  tax  was  at  Is.  2d.  per  £.  As  already  mentioned,  the  payment  is 
for  a  half-year,  and  therefore  the  remaining  period  in  the  half-year  is  37J 
days,  and  this  is  the  number  of  days  during  which  the  tax  has  been  at 
Is.  3d.  per  £.  So  that  to  get  the  tax  deductable  at  15th  May  1902  from  a 
half-yearly  payment  running  from  11th  November  1901,  the  formula 
would  be  as  follows : — 

llfi  of  14d' +  lOi  of  15d* =  14"20548(L 
Or,  to  work  it  in  another  way,  we  could  have 

Is.  2d.  +  S  of  ld.  =  14-20548d., 

the  latter  method  involving  a  little  less  calculation. 

The  change  of  Income  Tax  at  5th  April  1902  has  been  adopted  in  the 
foregoing  illustrations  merely  to  show  how  the  tax  would  be  apportioned. 
When  the  tax  is  reduced,  as  took  place  this  year  (1903),  the  only  alteration 
in  the  calculations  given  above  would  be  that  instead  of  adding  the  pro- 
portion of  increase  to  the  old  rate  of  tax,  as  shown  in  the  examples  above, 
the  proportion  of  the  decrease  in  the  tax  would  be  deducted  from  the  old  rate. 

Preparation  of  Tables. — In  order  to  avoid  the  necessity  of  multiplying 
the  tax  per  £  by  the  amount  of  interest  or  other  payment,  to  get  the  total 
tax  deductable  on  such  payments,  it  will  be  found  convenient  to  prepare  a 
table  showing  the  tax  deductable  on  sums  ranging  from  £1  upwards,  the 
table  extending  by  increments  of  £1  as  far  as  may  be  required. 
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The  method  of  preparing  such  a  table  will  be  best  explained  by  means 
of  an  example. 

The  Income  Tax  for  the  year  from  5th  April  1902  to  5th  April  1903 
was  Is.  3d.  per  £,  and  the  tax  was  then  changed  from  Is.  3d.  to  lid.  for 
the  year  from  5th  April  1903  to  5th  April  1904.  Now  let  it  be  supposed 
that  a  table  showing  the  Income  Tax  deductible  from  half-yearly  sums 
falling  due  at  15th  May  1903  has  to  be  prepared.  The  first  point  to  be 
determined  is  whether  the  sum  falling  due  at  15th  May  1903  is  the  second 
half  of  a  yearly  payment  running  from  15th  May  1902,  or  whether  it  is 
the  first  half  of  a  yearly  payment  running  from  11th  November  1902. 

If  it  be  the  former,  the  tax  per  £  is  1412328  pence,  as  follows : — 

142*  of  15d.  +  Mr  of  lld.  =  14\L2328d., 


182* 


182* 


or 


15d.- 


40 

182* 


of  4d.  =  14-12328  A 


or 


If  it  be  the  latter,  the  tax  per  £  is  14-17808  pence,  as  follows : — 

jgjj-.  of  15d.  +  -^  of  Ild.  =  14-I7808d., 

15d.  -  ^|r  of  4d.  =  1417808d. 

This  first  point  having  been  settled  and  the  amount  of  tax  per  £  found 
as  shown  above,  the  preparation  of  a  table  showing  the  amount  of  tax  to 
be  deducted  from  half-yearly  sums  falling  due  at  15th  May  1903  could  then 
be  prepared  as  follows : — 

Taking  the  former  example,  where  the  tax  on  £1  was  found  to  be 
14*12328  pence,  and  which  represented  the  tax  per  £1  on  a  half-yearly 
sum  falling  due  at  15th  May  1903,  being  the  second  half  of  a  yearly  sum 
running  from  15th  May  1902,  and  reducing  the  decimals  of  a  penny  into 
farthings,  the  tax  per  £  expressed  in  shillings,  pence,  and  farthings  is 
Is.  2£-48S12d.  To  prepare  a  table  this  latter  figure  would  be  added  on 
continuously  so  far  as  the  table  extends  by  increments  of  £1.  In  order  to 
get  each  figure  to  the  nearest  farthing  without  the  necessity  of  going 
over  the  decimal  places  of  the  table  and  counting  anything  above  *5,  a 
farthing,  -5  is  added  to  the  first  figure,  which  in  this  case  would  be 
la  2$-fl0312d.  By  this  means  the  figures  in  the  table,  when  calculated,  are, 
as  they  stand,  to  the  nearest  farthing. 

The  first  ten  figures  of  such  a  table  would  be — 


Sum. 

£1 
2 
3 

4 
5 
6 
7 
8 
9 
10 


Tax. 

a.  d. 

2  41*48024 

3  el-97930 

4  8*47248 

5  lOi"**60 

7  of'45872 

g  2I*95184 


9 


5  5-44496 


10       7°"W808 

ii    dl"™ 
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In  preparing  a  table  where  the  same  figure  is  added  on  continuously, 
the  results  at  periods  may  be  checked  by  multiplying  the  figure  added  on 
continuously  by  the  number  of  times  it  has  been  added  on,  and  where  '5 
has  been  added  to  the  first  figure  it  will  be  necessary  to  add  '5  to  the 
product  thus  obtained  so  as  to  verify  the  figure  in  the  table. 

For  example,  to  prove  that  the  tax  opposite  £10  is  right,  we  would 
proceed  as  follows  : — 

*.         d. 

Is.  8j"«3"x  10  =  11     9 J™12 
Adding  '5  of  a  farthing        .         .  0     Of5 


Tax  as  given  in  table  .  .  11     9  J 


4312 


To  prove  the  figure  opposite  £20  in  such  a  table,  all  that  is  necessary 
is  to  multiply  lis.  9J-9812  by  2  and  add  *5,  the  result  being  what  should  be 
in  the  table  opposite  £20. 

If  a  table  has  been  prepared  as  shown  above,  there  would  be  no 
necessity  to  prepare  another  table  showing  the  tax  deductable  from  yearly 
sums  falling  due  at  15th  May  1903,  as  from  the  former  table  the  amount 
of  tax  on  yearly  sums  could  be  arrived  at  by  taking  the  tax  as  given  in  the 
half -yearly  table,  adding  tax  at  Is.  3d.  per  £,  and  taking  half  the  sum.  For 
example:  Suppose  it  is  desired  to  find  the  tax  on  a  yearly  payment  of 
£10  falling  due  at  15th  May  1903.     The  tax  would  be  found  as  follows : — 

Tax  as  given  in  the  half-yearly  table  on  £10  £0  11     9j 

Add  tax  on  £10  at  Is.  3d.  per  £ 0  12     6 

Taking  half  of  this  sum     £1     4     3j 

gives  12s.  l£d.  as  the  Income  Tax  deductable  from  a  yearly  sum  falling  due 
at  15th  May  1903. 

To  get  the  tax  on  quarterly  payments  falling  due  at  15th  May  1903,  a 
half-yearly  table  may  be  employed  by  taking  double  the  tax  shown  in  the 
table,  and  deduct  tax  at  Is.  3d.  per  £. 

Inconvertible  Currency. — An  inconvertible  currency  is  the 
term  applied  to  a  paper  currency  for  which  coin  is  not  obtainable  on 
demand  Thus,  at  the  time  of  the  suspension  of  specie  payments,  the  paper 
currency  of  the  Bank  of  England  became,  for  the  time  being,  inconvertible. 
The  French  assignats  is  a  good  example  of  an  inconvertible  paper  currency, 
and  there  have  been  many  such  systems  tried  in  America.  That  an  incon- 
vertible paper  currency  may  be  successful  the  quantity  and  efficiency  of 
the  circulation  must  correspond  with  the  amount  of  transactions  to  be 
undertaken.  Such  a  circulation  is  not  regulated  by  the  cost  of  production, 
and  is  of  no  use  except  in  the  particular  country  in  which  it  circulates. 
Its  efficiency  depends  largely  upon  the  manner  in  which  it  is  received  by 
the  people  who  are  to  use  it.  In  all  the  inconvertible  paper  currencies 
which  have  been  tried,  while  they  succeeded  to  a  certain  extent  at  first  when 
the  Governments  using  them  were  in  good  repute,  very  soon,  through  over- 
issuing, they  became  depreciated.  Thus,  the  French  assignats  became 
depreciated  to  -^  their  face  value,  and  the  American  and  continental 
currency  to  TT^nr  °f  ^  ^ace  V&tae.  During  the  suspension  of  payment  in 
specie  during  the  revolution  of  1848,  the  notes  of  the  Bank  of  France 
became  depreciated  to  the  extent  of  only  2  or  3  per  cent,  and  by  1$  per 
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cent  during  the  war  of  1870.  But  this  was  because  the  people  of  France 
believed  that  eventually  the  notes  would  be  met  in  gold. 

I  ncorporated  Accou ntant .    See  Accountant,  voL  i.  p.  12. 
Incorporation  of  Companies.— The  incorporation  of  a 

company  means  investing  it  with  the  rights  and  privileges  of  a  body 
corporate.  Companies  may  be  incorporated  by  the  following  methods : — 
(1)  By  Royal  Charter ;  (2)  by  special  Act  of  Parliament ;  (3)  under  the 
Companies  Acta  Railway  companies  are  usually  formed  by  special  Act  of 
Parliament,  and  very  few  companies  now  by  Royal  Charter.  Most  com- 
panies are  now  formed  under  the  Companies  Acts.  See  "Company," 
voL  ii.  p.  136. 

Incorporeal  Property  consists  of  things  which  have  only  a 
legal  existence,  such  as  a  reversion,  a  remainder,  rights  of  common,  rent- 
charges,  and  advowsons,  which  are  called  incorporeal  hereditaments. 

Increment,  Unearned. — The  term  unearned  increment  was 
first  used  by  John  Stuart  Mill,  and  by  it,  is  meant  that  appreciation  in  the 
value  of  anything  of  the  nature  of  a  monopoly  which  is  not  due  to  the 
expenditure  of  capital,  labour,  or  skill  by  the  proprietor,  but  is  due  to  the 
progress  of  society,  resulting  in  an  increased  demand.  In  the  case  of  the 
pictures  of  a  dead  artist,  as  the  supply  cannot  be  increased,  the  price  given 
for  the  pictures  may  rise  very  rapidly  if  the  pictures  come  to  be  the 
fashion,  but  the  phrase  is  not,  as  a  rule,  used  in  connection  with  any  other 
subject  except  land.  Land  is  from  its  nature  a  peculiar  monopoly.  It  is 
limited  in  extent,  or,  at  all  events,  portions  of  it  which  are  worth  cultivat- 
ing, or  which  are  favourably  situated,  are  limited.  Land  is  also  essential 
for  the  human  race,  as  each  one  must  have  somewhere  to  live,  and  without 
it,  it  would  be  impossible  to  obtain  food,  nor  could  any  industry  be  carried 
on  without  land.  The  increased  demand  for  minerals  has  resulted  in 
presenting  an  unearned  increment  to  the  owners  of  mines.  Similarly,  the 
improvement  in  the  method  of  communication  has  resulted  in  land,  through 
being  made  more  accessible,  becoming  more  valuable.  Land  around  cities 
derives  its  value  from  its  situation  and  its  suitability  for  building  sites. 
Its  monopoly  in  such  a  case  is  due  to  its  situation.  The  shopkeeper  is 
prepared  to  pay  a  large  price  for  the  mere  situation  of  his  shop,  far  above 
the  mere  cost  of  the  timber,  because  it  is  necessary  that  he  should  be  near 
those  with  whom  he  has  business.  The  wealthy  man  is  prepared  to  pay 
any  price  for  a  dwelling  in  a  fashionable  quarter.  Similarly,  a  factory  is 
compelled  to  have  its  situation  near  a  railway  line  or  near  a  wharf.  Land 
in  the  centre  of  such  towns  as  London  and  Edinburgh  has  been  known  to 
sell  at  the  rate  of  £150,000  per  acre. 

It  has  been  proposed  that  the  unearned  increment  of  land  is  a  suitable 
subject  for  taxation.  The  appreciation  in  the  value  of  land  being  due  to 
the  general  growth  of  society  and  not  to  the  exertions  of  the  owners,  it 
seems  reasonable  that  at  all  events  a  portion  of  this  unearned  increment 
should  be  taken  by  the  State  for  the  general  welfare.  It  is  to  be  borne  in 
mind,  however,  that  while  round  cities,  land  as  a  rule  appreciates,  there  are 
also  cases  in  which  it  has  become  depreciated.  The  silver  mines  of  Europe 
have  in  the  same  way  depreciated  in  value  through  the  competition  of  the 
richer  mines  in  America  and  Australia.  There  are  difficulties,  however, 
involved  in  the  practical  carrying  out  of  the  proposal  to  tax  unearned 
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increments,  because  it  would  be  very  difficult  to  say  how  much  of  the 
improvement  was  duo  to  the  labour  and  capital  of  the  proprietor,  and  how 
much  merely  to  the  situation  of  the  property.  In  the  case  of  a  farm  so 
many  questions  are  involved  that  it  would  be  almost  impossible  to  fix  in  the 
case  of  an  appreciation  how  much  was  due  to  one  cause  and  how  much  to 
another. 

Incrcmcntum. — The  term  incrementum  or  crementum  was  used 
in  mediaeval  accounts  to  embrace  the  increase  which  had  taken  place  in 
the  amount  of  the  income  or  receipts  with  which  the  accountant  or  bailiff 
had  to  charge  himself.  The  total  rents  would  be  charged  on  the  income 
side  of  the  account,  and  on  the  expenditure  side  would  be  entered  the  rents 
of  any  houses  unlet,  or  of  any  deductions  which  had  been  made  in  the 
rental.  The  increase  in  the  rental  in  consequence  of  new  sources  of  income 
through  houses  having  been  built,  or  from  other  causes,  was  entered  in  a 
separate  heading  under  the  designation  "Incrementum."  The  system 
appears  to  have  been  very  general  in  all  mediaeval  accounts,  and  the 
account  charge  and  discharge,  still  extensively  used  in  Scotland,  is  un- 
doubtedly a  survival  of  the  method.  In  Magna  Charta,  as  signed  in  1215, 
one  of  the  chief  fiscal  provisions  is  that  the  counties  should  remain  at  their 
old  "  ferms  absque  ullo  incremento." 

Indemnity  is  a  promise  to  indemnify  or  hold  harmless  another 
person  against  a  liability  undertaken  on  behalf  of  the  indemnifying 
party. 

Indenture* — An  indenture  is  a  deed  under  seal  made  between 
two  or  more  parties.  The  origin  of  the  expression  seems  to  have  been 
that  such  deeds  were  at  first  executed  by  being  copied  twice  upon  the  same 
parchment,  which  was  thereafter  separated  by  an  indentured  division.  A 
similar  deed  when  executed  by  one  party  only  is  called  a  deed  poll. 

IndCX. — The  index  of  a  Ledger  is  usually  arranged  alphabetically, 
and  to  facilitate  reference  the  paper  is  cut  away  from  the  bottom  of  each 
letter  in  the  familiar  way.  Where  the  entries  in  an  index  are  numerous  it 
is  of  great  advantage  to  have  the  names  under  each  letter  still  further 
separated,  each  according  to  the  first  vowel  which  occurs  in  the  initial  letter 
of  the  name.     Thus,  the  names  under  B  would  be  arranged  as  follows : — 

Baillie  Bolland 

Bain  Bow 

Bernard  Bute 

Bertram  Buist 

Bidder 

Extension  Index. — A  very  convenient  form  of  index  for  ledgers  is  that 
known  as  the  extension  index.  It  is  fixed  into  the  end  of  the  Ledger  in 
such  a  way  that  when  it  is  folded  back  for  the  purpose  of  being  consulted, 
it  extends  beyond  the  Ledger,  and  is  thus  as  convenient  for  handling  as  a 
loose  index,  but  has  the  further  advantage  that  it  cannot  be  misplaced,  as  it 
is  permanently  attached  to  the  Ledger. 
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IndCX  Numbers  are  used  to  ascertain  and  exhibit  the  changes 
which  take  place  at  different  periods  and  in  different  localities  in  the  prices 
of  commodities  or  in  the  purchasing  power  of  money.  Mr.  Porter  in 
his  Progress  of  the  Nation  used  them,  and  the  method  has  become  popular 
through  the  adoption  of  it  by  the  Economist  and  the  Statist.  They  form 
to  a  certain  extent  a  barometer  of  the  prices  of  commodities.  The  objects 
for  which  this  measurement  is  undertaken  are  as  follows : — 

1.  The  fixation  of  rents  or  other  deferred  payments  extending  over  long 
periods  of  time,  for  which  it  has  been  desired  to  obtain  a  currency  of  a 
more  stable  sort  than  money  is  supposed  to  be. 

2.  To  enable  comparisons  to  be  made  between  the  value  of  money 
incomes  in  different  places,  which  is  often  an  object  of  great  practical 
interest ;  not  only  individuals  contemplating  residential  changes,  but  also 
governments  and  other  large  spending  bodies,  spending  money  in  widely 
distant  places,  having  to  consider  this  question. 

3.  To  enable  historians  and  other  students  making  comparisons  between 
past  and  present  to  give  an  approximate  meaning  to  the  money  expressions 
which  they  deal  with,  and  say  roughly  what  a  given  fine,  or  payment,  or 
amount  of  national  revenue  or  expenditure  in  a  past  age  would  mean  in 
modern  language. 

To  which  some  would  add : — 

4.  To  afford  a  measure  of  the  extent  to  which  trade  and  industry  have 
been  injuriously  affected  by  a  variation  in  prices,  and  of  the  correction 
which  it  would  be  desirable  to  apply  to  the  currency. 

The  practical  method  of  using  index  numbers  in  its  simplest  form  is  to 
take  a  certain  number  of  commodities  and  to  find  their  average  prices 
during  a  certain  period.  These  average  prices  during  this  standard  period 
are  adopted  as  the  basis  of  comparison,  and  the  prices  at  any  future  or  past 
period  of  the  same  commodities  are  compared  with  these  standard  prices  by 
considering  the  standard  prices  as  100,  and  the  prices  of  the  commodities 
to  be  compared  as  less  or  more  than  100,  according  to  the  percentage  by 
which  these  prices  have  decreased  or  increased.  This  method  is  not  a 
complete  or  accurate  index  of  the  prices  of  commodities,  because  it  does  not 
take  into  account  the  relative  importance  of  the  different  articles.  Thus 
grain,  of  which  there  is  such  a  large  amount  dealt  in,  counts  no  more  in 
forming  the  total  index  number  than  an  article  such  as  indigo,  of  which 
there  is  comparatively  little  consumed.  A  more  satisfactory  index  number 
would  be  got  by  a  system  of  weighted  averages  in  which  the  consumption 
of  the  various  articles  as  well  as  their  prices  would  be  taken  into  account. 
In  addition  to  this  the  selection  of  the  articles  is  arbitrary,  and  the  whole 
method  is  one  which  should  only  be  used  with  great  care  and  circumspection. 

The  Economist  adopted  as  the  base  of  its  index  numbers,  which  are 
published  periodically,  the  prices  of  twenty-two  articles  during  the  six 
years  1845-50.  For  that  standard  period  the  total  index  number  is  thus 
2200.  For  the  year  1873  the  total  index  number  is  2947,  which  means 
that  compared  with  the  standard  period  the  prices  of  commodities  had 
risen  in  1873  by  34  per  cent,  since  2947  -s-  22  =  134.  On  1st  January  1900 
the  total  index  number  was  2145. 

After  the  index  numbers  of  the  Economist  the  best  known  are  those  of 
Mr.  A.  Sauerbeck,  given  by  the  Statist.  Mr.  Sauerbeck  originally  adopted 
as  the  basis  of  his  index  numbers  the  prices  of  forty-five  articles  during 
the  period  1857-69. 

Mr.  Sauerbeck's  index  number  on  his  original  basis  shows  the  following 
results : — 
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Mean  Price  of  each  Year 


1843 

83 

1864 

.   105 

1847 

93 

1870 

96 

1848 

74 

1871 

.   100 

1854 

.   102 

1872 

.   109 

1855 

.   101 

1873 

.   Ill 

1867 

.   105 

1875 

96 

1858 

91 

1878 

82 

1859 

92 

1880 

88 

1860 

97 

1886 

68 

1861 

98 

1888-90 

72 

1862 

.   101 

1894 

63 

Mean  Average  for  Periods  of  Ten  Years 

1838-1847     ....   93 

1854-1863     ....   100 

1840-1849 

88 

1859-1868 

.   100 

1843-1852 

83 

1861-1870 

.   100 

1848-1857 

89 

1865-1874 

102 

1849-1858 

98 

1870-1879 

97 

1850-1859 

92 

1874-1883 

90 

1851-1860 

94 

1879-1888 

78 

1863-1862 

99 

1885-1894 

69 

Since  1897  Mr  Sauerbeck  has  taken  for  his  basis  the  mean  of  the 
eleven  years  1867-1877. 

The  following  are  the  index  numbers  of  the  prices  of  forty-five 
commodities,  the  average  of  the  eleven  years  1867-77  being  100,  as  given 
by  the  Statist : — 


Average. 

1867-1877 

=   100 

1878-1887 

79 

1883-1892 

72 

1888-1897 

67 

1893-1902 

66 

1884 

= 

76 

1896 

= 

61 

1897 

= 

62 

1898 

= 

64 

1899 

= 

68 

1900 

= 

75 

1901 

= 

70 

1902 

— 

69 

Food  and  Materials  Separately 

Taking  articles  of  food  and  materials  separately,  the  index  numbers 
compare  thus : — 


Food. 

Materials 

1867-1877 

= 

100 

100 

1878-1887 

= 

84 

76 

1888-1897 

= 

70 

65 

1893-1902 

= 

66 

66 

1895  February 

= 

638 

57-0 

1896  July 

= 

60-0 

58-6 

1900  February 

= 

65-8 

81-9 

1902  December 

=s 

66-2 

71-3 

1903  May 

— 

66-9 

71-6 

June 

= 

66-4 

71-8 

INDIRECT  TAXATION 
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Six  Separate  Groups  of  Commodities 

The  position  of  the  six  separate  groups  of  commodities  at  the  end  of 
the  half-year  June  1903,  as  compared  with  the  end  of  the  year  1902  and 
with  former  periods,  is  illustrated  by  the  following  index  numbers 
(1867-77  =  100):— 


Vegetable  food  (corn,  etc.) 
Animal  food  (meat  and  butter) 
Sugar,  coffee,  and  tea 

Minerals 

Textiles 

Sundry  materials 


1878  to 

1887. 

Average. 


79 
95 
76 
73 
71 
81 


1888  to       1898  to 

1897.  1908. 

Average.   Average. 


62 
81 
66 
70 
59 
66 


59 
81 
56 
76 
67 
66 


1902. 

1908. 

1908. 

Dee. 

Jane. 

First  half. 

61*9 

63-1 

rise  2  % 

847 

84*0 

fall  1  % 

fall  i  % 
rise  J  % 

rise  7% 

fall  3  % 

42-2 

42*0 

82-3 

82*6 

62*1 

66*5 

70-9 

68-9 

The  rise  since  the  close  of  1902  in  the  group  of  textiles  of  7  per  cent 
is  almost  entirely  due  to  cotton,  middling  American,  haying  risen  from 
4*61d.  per  lb.  to  6'52d.,  or  over  41  per  cent,  and  to  a  slight  extent  to 
wool  and  silk.  Among  minerals,  copper,  tin,  and  lead  are  higher,  but  coal 
is  cheaper. 

Silver 

The  price  and  index  numbers  of  silver  compare  as  follows  (60'84d.  per 
ounce,  being  the  parity  of  1  of  gold  to  15  J  of  silver  =  100) : — 


Average  1893-1902    . 

End  of  August  1897   . 
December  1900 
„  1902 

January  1903 
May  1903 
June  1903 


» 


» 


»» 


»> 


i> 


Price. 

Index  Number 

28| 

47-1 

23£ 

39*2 

2»A 
22| 

48-6 
366 

2l| 

36-0 

24$ 

40-3 

24+ 

39-9 

Indirect  Taxation. — When  a  tax  is  levied  upon  or  paid  by  one 
person  who  is  in  the  position  that  he  can  indemnify  himself  by  passing  on 
the  tax  so  as  to  make  someone  else  bear  it,  the  tax  is  said  to  be  an  indirect 
one.  Thus,  when  a  tax  is  levied  upon  a  producer  or  a  dealer  in  a  certain 
commodity,  the  producer  or  dealer  increases  the  price  by  a  sufficient  sum 
to  recoup  him  for  the  amount  of  the  tax  which  he  has  paid,  and  the 
consumer  is  thus  compelled  eventually  to  bear  the  tax.  Under  indirect 
taxes  are  included  the  Excise  or  Customs  Duties.  The  producer,  so  far  as 
the  Excise  is  concerned,  and  the  importer,  so  far  as  the  Customs  is  con- 
cerned, pay  the  tax  in  the  first  place,  but  the  intention  is  that  they  should 
recoup  themselves  by  advancing  the  price  of  the  commodity  and  so  recover 
the  amount  from  the  consumer.  It  does  not  always  necessarily  follow  that 
the  person  who,  in  the  first  place,  pays  an  indirect  tax  is  able  altogether  to 
pass  it  on ;  at  all  events,  when  such  a  tax  is  first  imposed  the  tendency 
appears  to  be  for  a  part  of  it  to  be  borne  by  the  person  who  pays  in  the 
first  place.  Similarly,  when  an  indirect  tax  is  taken  off  a  commodity  the 
whole  benefit  does  not  at  once  go  to  the  consumer,  but  part  of  it  is  retained 
by  the  person  who  has  been  practically  relieved  of  the  payment  of  the 
duty.  In  the  main,  however,  it  may  be  stated  that  the  distinction  holds 
that  a  direct  tax  is  one  which  is  meant  to  be  borne  by  the  original  payer, 

vol.  Ill  22 
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and  that  an  indirect  tax  is  one  which  is  meant  by  the  Legislature  to  be 
borne,  not  by  the  original  tax-bearer,  but  by  some  one  else. 

There  is,  however,  another  basis  of  distinction  between  direct  and 
indirect  taxation  which  considers  direct  taxes  as  those  which  are  levied 
on  permanent  and  recurring  occasions,  whilst  indirect  taxes  are  those 
which  are  levied  only  upon  occasional  and  particular  events.  (See 
Professor  Bastable's  Public  Finance,  p.  251,  edition  1892.)  From  this 
point  of  view  the  Excise  and  Customs  are  indirect  taxes  as  in  the  former 
definition,  but  the  death  duties  must  be  considered  as  indirect.  This 
classification  is  that  adopted  in  France. 

A  further  definition  is  that  a  tax  is  direct  if  it  is  charged  upon  the 
tax-bearer  immediately  and  proportionally  to  his  fortune  or  revenue,  and 
that  all  other  taxes  are  indirect. 

Taxes  upon  transfers,  upon  contracts,  and  upon  communication  and 
transport  may  be  considered  as  either  direct  or  indirect  according  to  the 
theory  of  incidents  adopted. 

Direct  taxation  as  a  rule  has  the  advantage  over  indirect  taxation  that 
it  is  as  easy  to  collect  and  is  very  inexpensive.  There  is  a  further 
advantage  that  the  amount  of  its  yield  can  be,  within  certain  limits, 
definitely  foretold.  Thus  the  yield  of  the  income  tax,  which  is  the  best 
example  of  a  direct  tax,  can  be  very  readily  foretold  year  by  year.  The 
main  objection,  however,  to  such  a  direct  tax  is  the  unpopularity  of  the 
collector's  demand  for  payment,  and  the  inquisitorial  nature  of  the 
inquiries  necessitated  in  levying  it.  There  is  also  this  objection  to  such 
a  direct  tax  as  the  income  tax,  that  it  is  a  tax  on  honesty,  and  the  man 
who  conscientiouly  fills  up  his  return  has  practically  to  make  up  the 
deficiency  of  the  man  who  fraudulently  returns  his  income  as  less  than  it 
really  is.  Indirect  taxes,  while  more  costly  to  collect  and  even  involving 
considerable  restrictions  in  methods  of  manufacture,  are  much  more  easily 
paid,  and  being  paid  by  the  consumer  practically  without  his  being  aware 
of  the  tax  at  all,  has  the  further  advantage  of  reaching  all  the  inhabitants 
of  a  country.  In  Germany  the  imperial  taxes  are  practically  all  indirect, 
but  the  separate  States  derive  a  large  proportion  of  their  revenue  from 
direct  taxes.  In  France  indirect  taxes  produce  about  four  times  that  of 
direct  taxes.  In  Italy  the  proportion  is  about  double,  and  in  Belgium  and 
in  Great  Britain  about  triple. 

Indorsement.    See  Endorsement. 

Industrial  and  Provident  Societies.     See  Friendly 

Societies,  p.  151. 

Industries,  Large  and  Small.— The  most  marked  feature 
of  modern  industrial  enterprise  is  the  disappearance  of  small  concerns,  and 
their  replacement  or  absorption  by  huge  undertakings.  Under  the  domestic 
system  of  industry  the  raw  material  is  given  out  and  taken  by  the  worker 
to  his  own  home,  where  it  is  manufactured  by  himself  alone  or  with  the 
assistance  of  his  family.  This  is  now  almost  superseded  by  the  factory 
system,  where  many  workers  are  included  under  one  roof.  The  small 
factory  system  is  now  being  replaced  by  a  larger  factory  system,  under 
which  it  may  fairly  be  said  many  factories  are  included  under  the  one 
concern.  To  conduct  these  larger  industrial  concerns  companies,  mostly 
with  a  limited  liability,  have  been  formed  with  great  masses  of  capital  at 
their  disposal,  and  employing  in  some  cases  the  labour  of  what  may  be 
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termed  a  large  industrial  village  or  small  city.  The  employment  of  steam 
as  the  motive  power  has,  no  doubt,  been  largely  the  cause  of  this  concentra- 
tion of  industries  into  large  concerns.  The  chief  advantages  to  be  derived 
from  these  large  establishments  may  be  classed  into :  (1)  Economies  in  the 
Management. — One  manager  or  superintendent  can  usually  as  easily  and 
as  thoroughly  supervise  a  large  concern  as  a  small  one.  In  the  large 
concern,  too,  there  may  be  more  complete  advantage  got  from  the  further 
division  of  labour  thereby  permitted.  A  large  concern  must  always  be 
managed  more  economically  in  certain  of  its  departments  than  a  small 
concern.  Thus  one  doorkeeper  can  as  easily  admit  a  thousand  workmen 
as  one  hundred,  and  the  difference  in  the  height  of  a  chimney  required  to 
provide  the  necessary  draft  for  a  furnace  to  drive  an  engine  double  the 
horse-power  of  that  in  a  small  factory  does  not  cost  anything  like  double 
the  cost  of  the  small  chimney.  In  a  large  establishment,  also,  the  time  of 
the  owner  doe&  not  require  to  be  taken  up  in  doing  certain  work  which  can 
be  as  well  done  by  subordinates,  but  he  can  give  his  whole  ability  ex- 
clusively to  the  efficient  management  of  the  concern.  In  a  large  establish- 
ment, also,  with  sufficient  capital,  there  is  more  likelihood  of  experiments 
being  made  with  the  view  of  increasing  production  at  a  less  cost,  and  a  new 
invention  may  be  discovered  or  adopted  which  would  be  outwith  the 
powers  of  a  small  concern  to  venture  upon.  (2)  Economies  in  Purchasing. — 
A  large  concern  with  sufficient  capital  can  always  command  keener  prices 
in  making  its  purchases  than  a  small  concern.  At  one  time  purchases  of 
raw  material  for  manufacture  were  paid  for  by  bills  at  one,  two,  or  even 
six  months,  but  it  is  now  the  almost  universal  practice  for  purchases  of 
raw  material  to  be  paid  for  in  cash  or,  as  it  is  termed,  in  "  spot  money." 
No  firm  not  paying  cash  may  hope  to  compete  with  the  firm  able  to  secure 
the  best  terms  as  regards  discount  by  paying  cash.  In  fact,  such  discounts 
are  usually  more  than  sufficient  to  form  a  substantial  profit.  The  large 
concern,  as  a  rule,  can  employ  better  trained  and  more  trustworthy  buyers 
than  a  smaller  concern.  It  has  the  further  advantage,  also,  of  buying  in 
larger  quantities,  and  can  as  a  rule  go  farther  afield.  A  large  concern  has 
also  the  advantage  in  being  able  to  arrange  better  terms  for  conveyance. 
(3)  Economies  in  Selling. — A  large  concern  can  usually  make  a  better 
show  of  its  goods  than  a  smaller  concern,  and  can  provide  a  greater  variety 
to  tempt  its  customers.  It  can  also  employ  more  experienced  travellers, 
and,  having  a  large  capital  at  its  back,  is  not  afraid  of  breaking  new 
ground.  A  large  concern  can  also  secure  more  advantage  relatively  from 
advertising  than  a  small  concern,  and  can  even  utilise  one  part  of  its 
business  in  advertising  another  department.  A  large  concern,  also,  has  the 
further  advantage  of  inspiring  more  confidence  in  its  customers. 

It  is  also,  however,  to  be  borne  in  mind  that  businesses  requiring  the 
personal  attention  of  the  owner  cannot,  as  a  rule,  be  formed  into  large 
concerns.  It  is  more  businesses  of  a  routine  nature,  and  where  neither 
extraordinary  enterprise  nor  prompt  decision  are  required,  which  succeed 
best  as  large  undertakings.  Businesses  requiring  unremitting  personal 
attention  and  incessant  watchfulness  have  not  been  so  much  affected  by 
the  recent  developments  in  the  direction  of  production  on  a  large  scale. 
Those  industries  in  which  personal  attention  counts  for  a  great  deal,  and 
where  the  principle  of  the  division  of  labour  cannot  be  further  carried  out, 
are  best  conducted  as  small  concerns. 

Infeftment. — Infeftment  may  be  said,  correctly  speaking,  to  be 
the  act  of  giving  symbolical  possession  of  heritable  property ;  but  the  term 
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is  also  used  to  denote  the  instrument  of  sasine  (or  its  modern  equivalent), 
which  is  the  legal  evidence  of  delivery  of  possession.    Anciently,  infeftment 
seems  to  have  been  synonymous  with  investiture,  in  which  last  sense  it 
signified  both  the  charter  by  which  the  superior  conferred  the  right,  and 
the  sasine  or  infeftment  by  which  possession  was  given.     There  can  be  no 
infeftment  except  on  or  under  a  grant  from  the  Crown,  mediate  or  im- 
mediate.    This  follows  from  the  considerations  that  infeftment  is  a  feudal 
act,  and  that  the  Crown  is  the  head  or  lord  paramount  of  the  feudal  system 
(Beatton,  1832, 10  S.  286).     The  ceremony  of  infeftment  took  place  on  the 
lands  which  were  the  subject  of  the  grant.     Symbolic  delivery  was  given 
by  the  bailie  of  the  superior  to  the  attorney  of  the  vassal,  in  presence  of  a 
notary-public  and  two  witnesses.     An  instrument  of  sasine  was  then  drawn 
up  by  the  notary,  as  permanent  evidence  of  the  vassal's  infeftment.      It 
was  not  until  the  year  1845  that  symbolical  delivery  was  dispensed  with. 
By  8  &  9  Vict.  c.  35,  it  was  provided  that  sasine  should  be  effectually  given 
in  lands,  and  infeftment  obtained,  by  producing  the  warrants  of  sasine  to  a 
notary-public,  and  by  expeding  and  recording  an  instrument  of  sasine, 
setting  forth  that  sasine  had  been  given,  and  subscribed  by  the  notary  and 
witnesses.     By  the  Titles  to  Land  Act,  1858  (21  &  22  Vict.  c.  76,  sec.  1), 
the  instrument  of  sasine  was  rendered  wholly  unnecessary ;  registration  of 
the  conveyance,  with  warrant  of  registration  thereon,  in  the  register  of 
sasines,  being  declared  to  have  the  same  legal  effect  as  if  the  conveyance  so 
recorded  had  been  followed  by  an  instrument  of  sasine  duly  expede  and 
registered.     Conveyances  may  be  recorded  at  any  time  in  the  life  of  the 
person  on  whose  behalf  they  are  presented  for  registration,  the  date  of 
entry  in  the  minute-book  being  deemed  the  date  of  registration.     These 
provisions  were  re-enacted  by  the  Consolidation  Act  (31  &  32  Vict.  c.  101, 
sees.  15,  142),  which  also  enacts  that  when  a  disponee  does  not  desire  to 
record  the  whole  of  a  conveyance  or  deed,  he  may  expede  and  record  a 
notarial  instrument  setting  forth  generally  the  nature  of  the  deed,  and 
containing  at  length  only  those  portions  whereby  the  lands  are  conveyed. 
By  sec.  15  of  the  same  Act  a  short  form  is  provided,  by  which  a  husband 
may  give  his  wife  infeftment  propriis  manibus,  by  recording  a  conveyance 
in  favour  of  himself  and  his  wife. 

The  laws  establishing  the  record  of  sasines  had  two  objects  in  view : 
the  first  was  to  guard  against  forgery,  by  making  conveyances  known ;  the 
next  was  to  give  information  to  all  persons  interested  in  knowing  the  state 
of  the  property.  Hence  the  rule  in  the  statutes  was  two-fold :  that  the 
sasine  shall  be  recorded  within  sixty  days,  and  that  priority  of  registration 
shall  give  preference.  "  Under  the  more  modern  system,  instruments  of 
sasine  in  the  new  form  may  be  recorded  at  any  time  during  the  life  of  the 
person  in  whose  favour  they  are  expede ;  and  all  conveyances  and  instru- 
ments registrable  with  warrants  in  the  register  of  sasines  may  be  recorded 
at  any  time  in  the  life  of  the  person  on  whose  behalf  they  are  presented 
for  registration,  and  are  preferable  according  to  the  date  of  registration." 

Under  the  present  law,  by  which  the  "  conveyance "  may  be  recorded 
instead  of  expeding  and  recording  an  instrument  of  sasine,  provision  is 
made  in  the  case  of  conveyances  which  affect  separate  lands  or  interests, 
or  which  contain  clauses  of  a  private  nature  (such  as  the  purposes  of  a 
trust),  or  matter  unnecessary  for  the  completion  of  the  disponee's  title  or 
the  protection  of  the  public,  for  expeding  a  notarial  instrument  in  favour 
of  the  grantee,  setting  forth  generally  the  nature  of  the  conveyance,  and 
containing  those  parts  of  it  by  which  the  lands  are  affected;  and  on  this 
instrument  being  recorded,  it  is  equivalent  to  a  recorded  sasine.      The 
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granter  of  the  deed  is  also  authorised  to  insert  a  clause  of  direction,  limiting 
the  recording,  where  the  conveyance  itself  is  recorded,  to  particular  parts  of 
the  conveyance.  Provisions  are  likewise  made  for  the  case  where  the  con- 
veyance, before  being  recorded,  is  acquired  by  a  third  party.  Where  this  is 
by  an  assignation  it  may  be  recorded  along  with  the  conveyance  itself,  and 
a  warrant  of  registration ;  or,  either  in  that  case,  or  where  the  party  has 
right  by  general  assignation,  service,  adjudication,  or  otherwise,  he  may 
expede  and  record  a  notarial  instrument  to  the  above  effect  and  setting 
forth  the  mid-couple,  with  a  warrant  of  registration. 

J.  E.  R.  Stephens. 

Inhabited  House  Duty. — A  tax  on  inhabited  houses  calcu- 
lated on  their  annual  value  and  payable  by  the  occupier.  The  tax  was  first 
imposed  in  Great  Britain  in  the  year  1778,  when  the  duty  was  6d.  per  £ 
upon  houses  worth  £5  and  below  £50  per  annum,  and  Is.  per  £  for  houses 
worth  £50  or  more.  The  tax  was  continued  at  various  rates,  the  highest 
being  2s.  lOd.  per  £,  and  was  repealed  in  1834,  when  the  amount  yielded 
by  it  was  £1,200,000.  At  that  time  the  window  tax  remained  in  force, 
preference  having  been  given,  when  considering  the  advisability  of  repealing 
either  the  inhabited  house  duty  or  the  window  tax,  to  the  former  in  con- 
sideration that  the  window  tax  fell  more  heavily  upon  the  wealthier  classes, 
and  also  because  of  the  difficulty  of  ascertaining  the  actual  annual  value  of 
large  houses  which  remained  in  the  hands  of  the  proprietor  and  were  not 
let,  such  as  Chatsworth  House  and  Hamilton  Palace.  There  is  nothing 
specially  inquisitorial  about  the  window  tax,  as  the  number  of  windows  may 
be  counted  from  the  outside  of  a  house,  but  the  number  of  windows  found 
in  old  houses  blocked  up  as  they  have  been  for  the  last  three-quarters  of  a 
century,  show  that  from  a  sanitary  point  of  view  the  influence  of  the  tax 
was  not  good,  and  it  was  found  that  the  wrong  tax  had  been  repealed. 
Accordingly,  in  1851  the  window  tax  was  repealed  and  the  inhabited  house 
duty  reimposed  with  certain  alterations.  The  duty  was  fixed  at  6d.  for 
shops  and  farmhouses,  and  9d.  for  dwelling-houses.  Since  1851  the  tax  has 
remained  with  modifications,  chiefly  due  to  the  desire  to  relieve  business 
premises.  In  1890  the  method  of  graduation  was  reintroduced,  and  duty 
at  lower  rates  has  from  that  time  been  charged  in  respect  of  houses  of 
simply  annual  value.  The  year  of  charge  is  from  6th  April  to  5th  April  as 
regards  England,  and  from  24th  May  to  23rd  May  as  regards  Scotland,  and 
is  payable  on  1st  January  in  all  cases. 

The  following  table  shows  the  rates  charged : — 

I.  Ordinary  dwelling-houses — 


Annual  value  £20  and  not  exceeding  £40    .  3d.  in  the  £. 

„  „      exceeding  £40  and  not  exceeding  £60    .     6d.     „     „ 

„  ,,     exceeding  £60      .  .     9d.     „     „ 

II.  Shops,  hotels,  inns,  coffee-houses,  lodging-houses  where  these  are  inhabited — 

Annual  value  £20  and  not  exceeding  £40    .                  .2d.  in  the  £. 
„          „     exceeding  £40  and  not  exceeding  £60    .     4d.    „     „ 
„  „      exceeding  £60 6d.    „     „ 


Inhibition  in  Scots  Law  is  a  personal  prohibition,  at  the  instance 
of  a  creditor,  restraining  the  person  inhibited  from  contracting  any  debts 
or  granting  deeds,  which  would  have  the  effect  of  alienating  any  of  his 
lands  or  heritage  to  the  prejudice  of  the  inhibiting  creditor.  It  may  be 
used  as  a  security  where  the  creditors  claim  is  future  or  contingent,  or  as 
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part  of  the  execution  of  a  creditor  for  a  debt  already  liquidated,  payment 
of  which  he  is  about  to  enforce  by  diligence.  The  process  corresponds 
closely  to  arrestments  of  moveables. 

In  England  an  inhibition  is  a  writ  forbidding  a  judge  from  further 
proceeding  in  a  case  depending  before  him,  being  in'  the  nature  of  a 
prohibition. 

Injunction. — An  injunction  is  a  judicial  process  whereby  a  person 
who  has  invaded  or  is  threatening  to  invade  the  rights  of  another    is 
restrained  from  continuing  or  commencing  such  wrongful  act.     A  writ,  for 
example,  may  be  issued  by  the  Court  to  restrain  the  infringement  of  copy- 
rights or  trade-marks.     The  classes  of  wrongs  for  which  relief  by  injunction 
is  obtainable  are  numerous,  and  extend  over  the  whole  field  of  equitable 
jurisdiction,  which  has  as  its  object  the  redress  of  actionable  wrongs,  where 
such  redress  cannot  be  settled  by  a  mere  award  of  damages.    An  in- 
junction will  not  be  granted  for  wrongs  for  which  an  action  for  damages  is 
the  proper  remedy.    (See  «  Interdict.") 

Inland  Revenue.— The  inland  revenue  of  the  United  Kingdom 
consists  of  the  revenue  derived  from  (1)  Stamp  Duties,  (2)  Taxes,  and  (3) 
Excise  duties.    The  department  of  the  Inland  Eevenue  is  governed  by  the 
Commissioners  of  Inland  Eevenue,  who  are  subject  to  the  control  of  the 
Treasury  and  the  Auditor-General     These  Commissioners  have  the  power 
for  carrying  into  effect  the  provisions  of  any  Inland  Eevenue  Act,  and  it  is 
their  duty  to  collect  and  cause  to  be  collected  every  part  of  the  inland 
revenue.     The  Commissioners,  with  the  sanction  of  the  Treasury,  appoint 
the  Accountant  and  Comptroller-General  of  Inland  Eevenue,  the  Compt- 
roller of  Legacy  and  Succession  Duties,  and  the  solicitor  and  assistant 
solicitor  to  the  department.    Surveyors  and  inspectors  of  assessed  taxes,  and 
in  Scotland  collectors  also,  are  appointed  by  the  Treasury.     With  these 
exceptions,  the  Commissioners,  unless  the  Treasury  otherwise  directs,  appoint 
all  other  officers  required   to  collect,  manage,  and  account  for  inland 
revenue. 

Any  Commissioner  or  other  person  concerned  with  inland  revenue 
incurs  a  fine  of  £500,  and  becomes  incapable  of  future  service  under  the 
Crown,  if  he  directly  or  indirectly  asks  for  or  receives  a  bribe,  or  takes  part 
in  any  arrangement  whereby  the  Crown  may  be  defrauded.    • 

The  cost  of  collection  and  management  of  the  department  is  met  out  of 
money  provided  by  Parliament. 

In  re  mercatoria,  Writings.— The  expedition  required  in 
mercantile  transactions,  and  their  general  subjection  to  the  jus  gentium, 
rather  than  to  the  laws  of  individual  states,  have  excepted  writings  con- 
nected with  them  from  the  statutory  rules  as  to  authenticating  deeds.  This 
is  a  safe  privilege ;  because  this  class  of  writings  almost  always  takes  effect 
before  the  evidence  as  to  their  authenticity  is  likely  to  be  lost  or  impaired 
by  lapse  of  time,  while  most  of  the  matters  which  they  embody  may  be 
proved  by  parole  evidence.  On  these  grounds  documents  in  re  mercatoria 
are  valid,  if  merely  subscribed ;  and  if  their  authenticity  is  disputed,  it  may 
be  proved  prout  de  jure.  They  may  be  signed  by  initials ;  and  subscription 
by  a  cross  or  mark,  with  adequate  proof  of  its  genuineness,  is  also  competent. 
It  is  proper,  but  not  essential,  that  the  initials  or  mark  be  adhibited  before 
subscribing  witnesses. 

The  writings  which  are  held  to  be  comprehended  under  this  privilege 
are  bills,  notes,  and  checks  on  bankers,  orders  for  goods,  mandates  and 
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procurations,  guarantees,  offers  and  acceptances  to  sell,  or  to  buy  wares  and 
merchandise,  and  to  transport  them  from  place  to  place ;  and,  in  general, 
all  the  variety  of  engagements,  or  mandates,  or  acknowledgments,  which 
the  infinite  occasions  of  trade  may  require.  This  privilege  is  peculiar  to 
what  are  properly  mercantile  dealings.  In  Pater  son  v.  Wright  (31st  January 
1810, 15  Fac.  ColL  545),  the  question  arose  on  a  letter  of  guarantee  thus 
expressed :  "  Sir,  I  hereby  bind  myself  to  see  you  paid  for  whatever  pur- 
chases of  cotton  yarn  Messrs.  J.  Simpson  and  Co.  have  made  or  may  make 
from  you  for  twelve  months  to  come  from  this  date."  This  letter  was  sub- 
scribed by  Wright,  but  was  not  holograph.  A  distinction  was  taken 
between  furnishings  already  made  prior  to  the  date  of  the  obligation,  and 
those  made  subsequently.  Lord  Newton,  before  whom  the  case  came, 
found:  (1)  That  the  letter  founded  on  by  the  pursuer  is  not  a  letter  in  re 
mercatoria,  in  so  far  as  regards  the  furnishings  made  to  Simpson  and  Co. 
prior  to  the  date  of  it,  but  is  a  proper  cautionary  obligation  for  payment  of 
a  debt  already  due ;  (2)  That  the  letter  is  a  sufficient  guarantee  for  the 
subsequent  articles  of  the  account,  which  were  all  furnished  within  twelve 
months  of  the  date  thereof.  This  distinction  might  perhaps  hold  respecting 
two  separate  writings,  but  here  the  missive  was  one  of  the  same,  and  the 
Court  reversed  the  judgment.  Lord  Meadowbank  said :  "  The  law  of  Scot- 
land bends  to  the  lex  mercatoria  for  the  facility  of  commerce,  and  on  this 
principle  there  is  strong  reason  to  doubt  the  judgment.  A  letter  of 
guarantee  is  as  often  given  on  account  of  a  transaction  finished  as  on 
account  of  future  furnishings,  because  a  person  will  often  furnish  no  more 
unless  he  is  guaranteed  for  payment  of  what  he  has  already  advanced. 
This  is  done  every  day  by  bills  and  by  ordinary  letters  in  rebus  mercatoriis, 
and  it  would  be  detrimental  to  commerce  to  require  regular  writings  in 
transactions  of  frequent  occurrence.  By  a  bill  which  is  neither  holograph 
nor  tested,  a  cautionary  obligation  might  undoubtedly  have  been  under- 
taken ;  and  there  is  no  very  good  reason  why  it  should  not  by  a  missive 
letter.  But  this  case  is  still  stronger :  of  two  obligations  (one  of  them  con- 
fessedly valid),  both  are  contained  in  the  same  sentence.  The  second  never 
would  have  been  acted  upon  without  the  first.  It  extended  credit  to  the 
future  transactions.  There  is  therefore  a  rei  interventus.  The  guarantee 
of  the  first  was  relied  upon  when  credit  was  given  for  the  future." 

Professor  Bell  lays  down  that  one  of  the  privileges  of  mercantile  writings 
is,  that  although  not  signed  by  witnesses  they  prove  their  dates.  This  is 
correct  as  to  bills  and  notes;  but  with  regard  to  the  writings  in  re  mercatoria 
it  seems  to  hold  only  where  the  question  relates  to  the  ordinary  mercantile 
purposes  for  which  such  documents  are  granted.  If  the  writing  is  alleged 
to  have  been  executed  on  deathbed  in  order  to  defeat  the  grantor's  heir,  or 
on  the  eve  of  bankruptcy  in  order  to  create  a  fraudulent  preference,  or  to 
have  been  executed  during  minority,  but  dated  after  the  person  came  of 
age — it  seems  not  to  be  probative  of  its  date,  which  must  therefore  be 
adminiculated  by  the  party  depending  on  it. 

As  it  is  thus  writings  really  connected  with  trade,  and  not  all  writings 
executed  by  merchants,  which  are  privileged,  there  is  considerable  difficulty 
in  determining  whether  some  writings  which  are  collaterally  connected  with 
mercantile  transactions  are  included.  Of  this  nature  are  competition  con- 
tracts and  guarantees  for  repayment  of  advances  by  a  bank,  as  to  both  of 
which  writings  there  is  considerable  doubt  whether  they  are  effectual  with- 
out the  statutory  solemnities.  The  privilege  granted  to  writings  in  re 
mercatoria  has  been  held  "to  cover  a  letter  instructing  a  sale  of  shop  fittings. 
In  an  action  of  damages  for  breach  of  contract,  the  pursuer  averred  that  on 
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the  9th  November  1891  he  offered  orally  to  purchase  from  the  defender,  at 
the  price  of  £15,  an  engine  and  fittings  in  the  premises  occupied   by  the 
latter,  and  to  take  over  the  remaining  one  and  a  half  years  of  his  lease  of 
the  premises,  which  offer  the  defender  accepted  orally.    The  defender  denied 
that  there  was  any  completed  contract.    The  pursuer  produced  (1)  a  letter 
from  the  defender  to  the  landlord  dated  10th  November  1891 :    €t  As   I 
intend  giving  up  those  premises  at  Canal  Loading  Wharf,  and  have  secured 
another  tenant,  I  will  take  it  as  a  great  favour  if  you  could  arrange  with 
him  from  this  date  for  a  three  years'  and  a  half-year's  lease/'  and  it  was 
proved  that  the  defender  had  delivered  this  letter  to  the  pursuer,  and  that 
the  pursuer  had  delivered  it  to  the  landlord ;  (2)  a  writing  bearing   date 
10th  November  1891  in  the  defender's  handwriting,  signed  by  the  pursuer : 
"  I  hereby  agree  to  take  those  premises  .  .  .  from  this  date,  and  to  relieve  " 
the  defender  "of  rent  from  November  11,  1891,  till  the  expiry  of  his  lease, 
and  to  pay  him  for  fittings  £15."     It  appeared  that  the  defender  held  the 
premises  on  a  lease  which  excluded  assignees  without  the  landlord's  consent; 
that  before  the  landlord  had  intimated  his  intention,  the  defender  called 
upon  him  and  told  him  that  he  cancelled  the  letter,  and  that  the  defender 
thereupon  informed  the  pursuer  that  their  negotiations  were  at  end.    The 
defender  pleaded  that  there  was  no  binding  contract  in  respect  that  the 
pursuer's  letter  was  neither  holograph  nor  tested,  and  had  not  been  accepted 
in  writing.     It  was  held  that  a  valid  contract  had  been  instructed,  in 
respect  that  the  letter  from  the  defender  to  the  pursuer  was,  so  far  as 
respected  the  fittings,  a  writing  in  re  mercatoria  (Kinnimont,  1892,  20  E- 
128).     A  dispute  between  a  purchaser  and  a  seller  as  to  whether  a  quantity 
of   seed  was  conform  to  sample  was  referred  by  informal  letters  to   a 
person  in  the  seed  trade.     The  referee  announced  his  award  to  the  parties 
by  letters  signed  by  him,  but  not  holograph  nor  tested.     It  was  held  that 
the  award  being  in  re  mercatoria  did  not  require  to  be  authenticated  by  the 
statutory  solemnities ;  and  also,  that  looking  to  the  informal  nature  of  the 
submission,  the  parties  had  contemplated  an  equally  informal  award  (Dykes, 
1869,  7  M.  357).    A  letter  not  holograph,  signed  by  A,  the  co-obligant  in  a 
promissory  note,  with  which  the  letter  bore  to  be  of  even  date,  acknow- 
ledging that  the  other  co-obligant,  B,  had  signed  the  note  only  for  the 
accommodation  of  A,  held  to  be  good  evidence  of  the  fact  which;  it  stated 
(Thorns,  1867,  6  M.  174).     It  is  an  open  question  whether  the  privilege 
extends  to  a  guarantee  granted  by  a  bank  for  future  advances  (National 
Bank  of  Scotland,  1892,  19  K.  885,  per  Lord  (Ordinary)  Kyllachy  and  Lord 
M'Laren). 

The  following  have  been  held  not  to  fall  within  the  privilege  granted  to 
writings  in  re  mercatoria : — An  acknowledgment  for  borrowed  money  uncon- 
nected with  any  mercantile  transaction  (Hamilton's  Bows.  1858,  21  D.  51 ; 
Purvis,  1869,  7  M.  764;  see  Bryan,  1892,  19  E.  490);  letters  instructing  a 
contract  of  service  as  salesman  (Stewart  and  Macdonald,  1869,  7  M.  544), 
and  a  document  obliging  the  granter  to  deliver  goods  to  the  order  of  a 
person  named,  and  granted  not  in  the  ordinary  course  of  business,  but  for 
the  purpose  of  raising  money  (Commercial  Bank,  1859,  21  D.  864;  cf. 
M'Adie,  1883, 10  R  741). 

It  appears  that  a  writ  in  re  mercatoria  proves  its  own  date  only  where 
the  question  relates  to  the  ordinary  mercantile  purposes  for  which  such  a 
document  is  granted  (Anderson,  1852, 14  D.  866 ;  cf.  Walker's  Tr.  1883,  10 
R  699 ;  Maxwell  Witham,  1884,  11  R  776). 

[See  Dickson,  Evidence,  sees.  793-796  ;  Bell,  Principles  of  the  Law  of  Scotland,  10th  ed.  sec. 

2i.]  J.  E.  R  Stephens. 
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Inscribed  StOCk  or  Scrip.— Stock  is  said  to  be  inscribed 
when  the  name  of  the  proprietor  is  written  in  the  scrip  or  certificate,  his 
name  having  been  duly  inscribed  in  the  Begister  kept  by  the  Government 
or  company  who  have  issued  the  scrip  representing  the  security.  Inscrip- 
tion or  registration  is  almost  universal  for  securities  in  Great  Britain,  but 
on  the  Continent  and  in  America  bonds  or  shares  to  bearer  seem  to  be 
preferred,  as  these  do  not  publish  their  ownership  and  pass  readily  from 
hand  to  hand  by  mere  transfer. 

Insolvent. — A  man  is  insolvent,  or  a  business  is  in  a  state  of 
insolvency,  when  through  the  liabilities  exceeding  the  assets  there  is  no 
capital,  but  a  deficiency.  The  amount  of  the  deficiency  is  the  measure  of 
the  insolvency.  The  distinction  between  insolvency  and  bankruptcy  is 
that  the  first  is  simply  a  state  into  which  the  business  has  got,  but  may 
involve  no  lack  of  ready  money  to  meet  all  the  claims  that  are  made,  while 
bankruptcy  means  that  the  matter  has  become  public  through  the  debtor 
being  unable  to  meet  his  obligations.  In  fact,  a  man  may  be  quite  solvent 
and  yet  be  made  bankrupt  through  being  unable  to  realise  certain  assets 
quick  enough  to  meet  some  claim. 

Immediately  a  man  becomes  aware  that  he  is  insolvent  he  should 
consider  that  he  holds  his  estate  as  trustee  for  his  creditors  and  should 
treat  it  as  a  trustee  would.  Thus,  he  should  not  give  any  of  his  creditors  a 
preference,  but  should  treat  them  all  alike.  (See  "  Bankruptcy  (England 
and  Scotland)  "). 

Inst. — Contraction  for  instant,  used  in  the  sense  of  current  or  present 
month. 

Instalments. 

Debts    repayable    by    Instal-  \  Annual  Instalments  of 

ments     .....  345  Principal  and  Interest     346 

Goods    delivered    by    Instal-  (2)  Loans  repay  able  by  Equal 

ments     .....  346  ,  Annual  Instalments  of 

L0AN8     REPAYABLE     BY     INSTAL- 
MENTS        346 

(1)  Loans  repayable  by  Equal 


Principal  .  349 
Sinking  Fund  Annual  Instal- 
ment       351 


Debts  repayable  by  Instalments. — A  debt  which,  by  agreement  be- 
tween the  parties  or  otherwise,  is  to  be  paid  in  portions  at  stated  periods, 
is  said  to  be  payable  by  instalments.  Where  it  is  stipulated  that  in  default 
of  one  instalment  the  whole  shall  become  due  and  instantly  payable,  such  a 
stipulation  will  be  given  effect  to. 

A  merchant  has  sometimes  to  accept  payment  of  a  debt  due  by  one  of 
his  customers  in  instalments  in  consequence  of  the  customer  being  unable 
to  pay  the  total  debt  which  may  have  been  allowed  to  accumulate  for  a 
considerable  period.  These  instalments  are  treated  in  the  books  of  account 
in  the  same  way  as  the  total  amount  due  would  have  been  had  it  been 
received  in  one  sum. 

Where  a  person  owes  another  several  debts  and  pays  an  instalment  to 
account,  questions  often  arise  as  to  which  debt  the  payment  should  be 
applied  to  extinguish.  The  debtor  in  the  first  instance  has  the  right  when 
making  the  payment  to  declare  to  what  debt  the  payment  is  to  be  applied, 
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but  failing  his  doing  so,  the  creditor  may  apply  it  to  any  of  the  debts.  It 
is  usually  best  for  many  reasons  to  extinguish  debts  in  the  order  of  their 
age,  but  circumstances  may  arise  where  it  is  preferable  to  apply  a  payment 
to  extinguish  a  debt  as  to  which  disputes  might  possibly  arise. 

Goods  delivered  by  Instalments. — Where  goods  are  to  be  delivered 
by  instalments,  it  has  been  held  that  payment  for  each  instalment  is  due 
on  delivery  of  such  instalment  in  the  absence  of  any  stipulation  to  the 
contrary.  The  Sale  of  Goods  Act,  1893,  section  31,  provides:  (1)  Unless 
otherwise  agreed,  the  buyer  of  goods  is  not  bound  to  accept  delivery  thereof 
by  instalments ;  (2)  Where  there  is  a  contract  for  the  sale  of  goods  to  be 
delivered  by  stated  instalments,  which  are  to  be  separately  paid  for,  and 
the  seller  makes  defective  deliveries  in  respect  of  one  or  more  instalments, 
or  the  buyer  neglects  or  refuses  to  take  delivery  of  or  pay  for  one  or  more 
instalments,  it  is  a  question  in  each  case,  depending  on  the  terms  of  the 
contract  and  the  circumstances  of  the  case,  whether  the  breach  of  contract 
is  a  repudiation  of  the  whole  contract,  or  whether  it  is  a  severable  breach 
giving  rise  to  a  claim  for  compensation,  but  not  to  a  right  to  treat  the  whole 
contract  as  repudiated. 

Loans  repayable  by  Instalments. — A  very  convenient  and  popular 
method  of  repaying  loans  is  to  have  the  same  instalment  throughout.  The 
instalment  is  so  calculated  as  to  include  the  interest  on  the  balance  from 
the  previous  payment,  and  a  repayment  of  capital.  The  repayment  of 
capital  in  such  a  case  gradually  increases  as  there  is  less  interest  to  be  met. 
Where  loans  are  repayable  by  an  equal  instalment  which  includes  principal 
and  interest,  schedules  should  be  prepared,  and  are  as  a  rule  appended  to 
the  bond,  showing  for  each  instalment  the  amount  of  principal  and  interest 
respectively.  This  enables  such  instalments  to  be  properly  treated  in  the 
accounts  of  a  business  concern. 

Another  method  of  repaying  loans  which  is  often  found  convenient,  is 
to  have  them  repayable  by  periodical  payments,  and  these  take  the  form  of 
the  repayment  of  an  equal  amount  of  capital  with  the  interest  on  the 
amount  outstanding  from  the  last  payment,  in  which  case  the  combined 
instalments  of  capital  and  interest  gradually  become  smaller. 

In  illustration  of  the  above  methods  a  few  examples  are  given,  showing 
the  manner  in  which  the  instalments  are  arrived  at,  and  their  treatment  in 
the  books  of  the  borrower. 

(1)  Loans  repayable  by  Equal  Annual  Instalments,  including  Principal 
and  Interest — Take  the  case  of  a  company  borrowing  a  sum  of  £1000  at 
5  per  cent,  repayable  in  six  years  by  equal  annual  instalments  of  principal 
and  interest.  The  equal  annual  instalment  for  such  a  loan  would  be 
£197 : 0 : 4,  which  is  obtained  by  referring  to  a  table  showing  the  annuity 
which  £1  will  purchase.  Opposite  6  years  and  under  5  per  cent  is  found 
the  figure  19701747,  which  is  the  annual  instalment  of  principal  and 
interest  to  pay  off  a  loan  of  £1.  As  the  loan  in  this  case  is  £1000, 
•19701747  must  be  multiplied  by  1000  to  get  the  annual  instalment  of 
principal  and  interest  to  pay  off  £1000.  19701747  multiplied  by  1000  is 
197*01747,  which  equals  £197 : 0 : 4. 

It  is  evident  that  for  the  first  year  the  interest  is  £50 ;  hence  the  first 
instalment  of  capital  is  £147 : 0 : 4.  For  the  next  year  the  instalment  of 
capital  will  be  this  sum,  together  with  5  per  cent  upon  it,  as  interest  will 
no  longer  be  chargeable  upon  the  capital  repaid,  but  the  amount  of  such 
interest  will  go  to  liquidate  the  debt.  Hence  the  capital  repaid  each  year 
is  got  by  adding  interest  at  5  per  cent  to  the  capital  repaid  in  the  previous 
year.     The  schedule  when  completed  would  be  as  follows : — 
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Schedule  No.  L 

Showing  the  Interest  and  Capital  contained  in  each  Instalment  of  a  Loan  of 
£1000,  repayable  in  Six  Years  bt  Equal  Annual  Instalments  of  £197 : 0 : 4. 

Interest,  5  per  cent 


Number  of 
Instalment. 

Date  when  due. 

Interest  in 
Instalment. 

Capital  in 
Instalment. 

Capital  out- 
standing after 
Instalment 
paid. 

£     s.     d. 

£     ».     d. 

£      s.     d. 

1 

15th  May  1904 

50     0     0 

147     0     4 

852  19    8 

2 

Do.        1905 

42  13     0 

154     7     4 

698  12    4 

3 

Do.        1906 

84  18     7 

162     1     9 

536  10    7 

4 

Do.        1907 

26  16     6 

170     3  10 

366    6    9 

5 

Do.       1908 

18    6    4 

178  14     0 

187  12    9 

6 

Do        1909 

9    7    7 

187  12    9 

0    0    0 

1000    0    0 

As  another  example,  suppose  a  company  obtains  a  loan  of  £1000  at  5 
per  cent,  repayable  in  three  years  by  equal  annual  instalments  of  £367 : 4 :  2. 
The  schedule  of  repayments  would  be  as  follows : — 

Schedule  No.  II. 

Showing  the  Interest  and  Capital  contained  in  each  Instalment  of  a  Loan  of 
£1000,  repayable  in  three  years  by  equal  annual  instalments  of  £367:4:2. 

Interest,  5  per  cent 


Number  of 
Instalment. 

Date  when  due. 

Interest  in 
Instalment 

Capital  in 
Instalment 

Capital  out- 
standing after 
Instalment 
paid. 

1 
2 
3 

15th  May  1904 
Do.        1905 
Do.       1906 

£     8.    d. 
50     0     0 
34     2  10 
17     9     8 

£      s.    d. 
317     4     2 
333     1     4 
349  14     6 

£     8.     d. 

682  15  10 

349  14     6 

0     0    0 

1000     0    0 

Taking  the  loan  given  in  Schedule  No.  II.  as  an  illustration,  the 
transactions  in  the  company's  ledgers  would  appear  as  follows : — 


Lender's  Account 


1904. 
May  15.  To  Cash 

£ 
.      367 

8. 

4 

2 

1903. 
May  15.  By  Cash 

£       8.    d. 
.     1000    0    0 

1905. 
May  15.  ,,     Do. 

367 

4 

2 

1904. 
May  15.    ,,   Interest 

50    0    0 

1906. 
May  15.  ,,     Do. 

367 

4 

2 

1905. 
May  15.    ,,       Do. 

34    2  10 

1101 

12 

6 

1906. 
May  15.    ,,       Do. 

17    9    8 

1101  12    6 

The  Ledger  Account  of  the  lender  as  given  above  would  at  the  end  of 
the  three  years  be  square,  as  the  loan  would  be  paid  off. 

If,  as  has  been  assumed,  the  company  balanced  its  books  on  the  15th 
May  in  each  year  after  the  transactions  of  the  day  were  over,  the  Ledger 
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Account  at  that  date  annually  would  show  the  balance  of  capital  due  to  the 
lender  as  given  in  the  schedule,  as  follows : — 

Lender's  Account 


1904. 
May  15.  To  Cash 

„  Balance  . 


1905. 
May  15.  To  Cash 

„  Balance  . 


1906. 
May  15.  To  Cash 


£ 

367 
682 

8. 

4 
15 

d. 

2 

10 

1903. 
May  15. 

1904. 
May  15. 

By  Cash 
,,   Interest 

1050 

0 

0 

1904. 
May  16. 

1905. 
May  15. 

367 
349 

4 
14 

2 
6 

By  Balance . 
, ,   Interest . 

AliL 

18 

8 

1905. 
May  16. 

1906. 
May  15. 

367 

4 

2 

By  Balance . 
,,    Interest. 

367 

4 

2 

£ 

8. 

d. 

1000 

O 

0 

50 

0 

0 

1050 

0 

0 

682 

15 

10 

34 

2 

10 

716 

18 

8 

349 

14 

6 

17 

9 

8 

367 

4 

2 

It  will  be  observed  that  in  the  above  example  the  interest  for  each  year 
is  credited  to  the  lender,  and  the  Lender's  Account  debited  with  the  full 
instalment.  Now,  when  the  instalments  are  paid  on  the  same  date  as  the 
company's  books  are  balanced,  the  instalment  may  be  separated  up  between 
capital  and  interest  in  the  Cash  Book,  and  the  proportion  of  capital  debited 
to  the  lender  and  the  interest  to  the  Interest  Account.  The  Lenders 
Account  in  the  company's  books  in  this  case  would  appear  as  follows : — 

Lender's  Account 


1904. 
May  15.  To  Cash 

£       s.    d. 
.       317    4    2 

1903. 
May  15.  By  Cash      . 

£        s.    d. 
.     1000     0     0 

1905. 
May  15.    ,,     Do. 

333     1     4 

1906. 
May  15.    ,,     Do. 

.       349  14     6 

1000    0    0 

1000     0     0 

If  the  company  closed  its  books  as  at  31st  December  in  each  year  the 
proportion  of  interest  due  to  that  date  would  require  to  be  calculated,  and 
the  Ledger  Account  would  be  as  follows.  It  will  be  observed  that  the 
interest  is  credited  also  at  15  th  May,  because  it  is  compounded  at  that 
date. 

Lender's  Account 


1903. 
Dec.  31.  To  Balance  . 


£       8.    d, 
1031  10    2 


1031  10    2 


1903. 
May  15.  By  Cash 
Dec.  31.    ,,    Interest. 


£      s.  d. 

1000    0  0 

31  10  2 

1031  10  2 
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Lender's  Account — Continued 


1904. 
May  15.  To  Cash 
Dec.  31.    ,,  Balance  . 


867    4    2 
704    6    0 


1905. 
May  15.  To  Cash 
Dec.  31.    ,|   Balance. 


1906. 
May  15.  To  Cash 


1071  10 

2 

867     4 
360  14 

2 

10 

727  19 

0 

367    4 

2 

367     4 

2 

1904. 
Jan.    1.  By  Balance . 
May  15.    ,,    Interest. 


Dec.  31. 


if 


Do. 


1905. 
Jan.    1.  By  Balance  . 
May  15.    ,,    Interest. 
Dec.  31.    ,,       Do.     . 


1906. 
Jan.    1.  By  Balance  . 
May  15.    ,,   Interest. 


1031 
18 
21 

10    2 

9  10 

10    2 

1071 

10 

2 

704 
12 
11 

6 

12 
0 

0 
8 
4 

727 

19 

0 

360  14 
6     9 

10 
4 

867 

4 

2 

(2)  Loans  repayable  by  Equal  Annual  Instalments  of  Principal. — When 
a  loan  is  repayable  by  equal  annual  instalments  of  principal,  to  find  the 
principal  sum  payable  each  year  we  have  merely  to  divide  the  total  loan  by 
the  number  of  years.  The  interest  each  year  is  merely  the  interest  on  the 
capital  outstanding  at  the  beginning  of  the  year.  For  the  sake  of 
comparison  with  the  figures  already  given,  the  following  schedules  are 
shown,  together  with  specimen  Ledger  entries  in  the  books  of  the  borrower. 

Schedule  No.  III. 

Showing  the  Payment  of  Interest  and  Capital  of  a  Loan  of  £1000,  repayable 
in  Six  Years  by  Equal  Annual  Instalments  of  Principal  of  £166:13:4. 


Interest,  5  per 

cent 

Number  of 
Instalment. 

1 
2 
3 
4 
5 
6 

Date  when  due. 

Sum  payable 
each  year. 

£     «.      d. 
216  13     4 
208     6     8 
200    0    0 
191  18    4 
183     6    8 
175     0    0 

Interest 
payable. 

Capital 
payable. 

Capital  out- 
standing after 
Instalment 
paid. 

15th  May  1904 
Do.       1905 
Do.       1906 
Do.       1907 
Do.       1908 
Do.       1909 

£     s.     d. 
50     0     0 
41  13     4 
33     6     8 
25    0    0 
16  13    4 
8    6    8 

£          8. 

166  13 
166  13 
166  13 
166  13 
166  13 
166  13 

d. 
4 
4 
4 
4 
4 
4 

£     «.      d. 
833     6     8 
666  13    4 
500    0    0 
333     6    8 
166  13    4 
0    0    0 

175     0    0 

1000    0 

0 

Schedule  No.  IV. 

Showing  the  Payment  of  Interest  and  Capital  of  a  Loan  of  £1000,   repayable 
in  Three  Years  by  Equal  Annual  Instalments  of  Principal  of  £333  : 6 : 8. 


Interest,  5  per 

cent 

Number  of 
Instalment. 

Date  when  due. 

Sum  payable 
each  year. 

Interest 
payable. 

Capital 
payable. 

Capital  out- 
standing after 
Instalment 
paid. 

1 
2 
3 

15th  May  1904 
Do.       1905 
Do.       1906 

£       s.    d. 

383     6     8 
366  13     4 
350     0     0 

£        e.    d. 
50     0    0 
33     6     8 
16  13     4 

£       8.      d. 
333     6     8 
333     6     8 
333     6     8 

£      8.      d. 

666  13     4 

333     6     8 

0     0     0 

100    0    0 

1000    0    0 

350 
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Borrower's  Ledges 
Lender's  Account 


1904. 
May  15. 

To  Cash  (capital)  . 
,,  Do.  (interest). 

£   «. 

.  333  6 

50  0 

d. 
8 
0 

1903. 
May  15. 

1904. 

By  Cash 

&          8. 

.  1000  0 

d. 
0 

1905. 
May  15. 

1906. 

n  Do.  (capital)  . 
,,  Do.  (interest). 

.  333  6 
33  6 

8 
8 

May  15. 

1905. 
May  15. 

,,  Interest  . 
i,   Do. 

50  0 
33  6 

0 
8 

May  15. 

,,  Do.  (capital)  . 
,,  Do.  (interest). 

333  6 
16  13 

8 
4 

1906. 
May  15. 

,i   Do. 

16  13 

4 

1100  0 

0 

1100  0 

0 

Squaring  off  the  books  at  15th  May  in  each  year,  the  above  Ledger 
Account  would  show  the  amount  of  principal  due  at  that  date  annually,  as 
follows : — 

Lender's  Account 


1904. 
May  15.  To  Cash  (capital)  . 
,,     Do.  (interest) 
,,   Balance    . 


1905. 
May  15.  To  Cash  (capital) 
,,     Do.  (interest) 
,,   Balance    . 


1906. 
May  15.  To  Cash  (capital)  , 
,,     Do.  (interest) 


£  «.  d. 

333  6  8 

50  0  0 

666  13  4 


1050 

0 

0 

333 

33 

333 

6 
6 
6 

8 
8 
8 

700 

0 

0 

333 
16 

6 
13 

8 
4 

350 

0 

0 

1903. 
May  15.  By  Cash 

1904. 
May  15.    ,,    Interest 


1904. 
May  16.  By  Balance 

1905. 
May  15.    ,,   Interest 


1905. 
May  16.  By  Balance 

1906. 
May  15.    ,,   Interest 


£      a.    rf. 
1000    0     0 


50  0 

0 

1050  0 

0 

666  13 
33  6 

4 
8 

700  0 

0 

833  6 

16  13 

8 
4 

350  0 

0 

If  the  borrower  closes  his  books  on  the  31st  December  in  each  year,  the 
following  would  be  the  Ledger  Account  :«•— 

Lender's  Account 


1903. 
Dec.  31.  To  Balance 


£       «.    d. 
.  1031  10    2 


1904. 
May  15.  To  Cash  (capital)  . 
Do.  (interest) 


>» 


Dec.  31.  ,,   Balance 


1905. 
May  15.  To  Cash  (capital)  . 
,i     Do.  (interest) 
Deo.  31.  ,,   Balance    . 


1906. 
May  15.  To  Cash  (capital)  . 
,,     Do,  (interest) 


1031  10 

2 

833  6 

50  0 

687  13 

8 
0 
5 

1071  0 

1 

333  6 

33  6 

343  16 

8 
8 
9 

710  10 

1 

333  6 
16  13 

8 
4 

350  0 

0 

1903. 

May  15.  By  Cash 
Dec.  31.    ,,   Interest  . 


1904. 
Jan.    1.  By  Balance  . 
May  15.    ,,    Interest  . 


£      «.    d. 

1000    0    0 

31  10    2 


Dec.  31. 


i) 


Do. 


1905. 
Jan.    1.  By  Balance   . 
May  15.    ,,    Interest  . 
Dec.  31.    ,,      Do. 


1906. 
Jan.    1.  By  Balance   . 
May  15.    ,,    Interest  . 


1031  10 

2 

1031  10 
18  9 
21  0 

2 

10 

1 

1071  0 

1 

687  13 
12  6 
10  10 

5 

7 
1 

710  10 

1 

343  16 
6  3 

9 
3 

350  0 

0 
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Sinking  Fund  Annual  Instalment. — Loans  are  sometimes  paid  off 
at  the  end  of  a  certain  period  by  means  of  accumulating  a  Sinking  Fund. 
For  example,  a  corporation  may  borrow  a  loan  of  £10,000  repayable  at  the 
end  of  20  years.  Now,  in  order  that  this  £10,000  may  be  forthcoming 
at  the  end  of  20  years,  the  corporation  must  set  aside  each  year,  in  addition 
to  paying  interest  on  the  loan,  such  a  sum  as  will,  when  accumulated  at 
interest,  amount  to  £10,000  in  20  years. 

If  the  rate  of  interest  at  which  this  annual  sum  can  be  accumulated  be 
the  same  as  the  rate  of  interest  on  the  loan,  then  the  amount  to  be  set 
aside  annually  would  be  found  in  the  same  way  as  was  shown  in  finding 
the  annual  instalment  of  principal  and  interest  to  repay  a  loan.  The 
annuity  which  £1  would  purchase  multiplied  by  £10,000  would  give  the 
amount  to  be  set  aside  as  a  Sinking  Fund. 

If,  however,  the  rate  at  which  the  Sinking  Fund  can  be  accumulated 
be  different  from  the  rate  of  interest  on  the  loan,  then  the  rule  for  finding 
the  annual  sum  to  be  set  aside  is  as  follows : — 

Rule. — Refer  to  a  table  showing  the  amount  of  £1  per  annum  in  any 
number  of  years,  and  opposite  the  term  of  years  of  the  loan  under  the  rate 
per  cent  at  which  the  Sinking  Fund  can  be  invested  will  be  found  the 
amount  produced  by  setting  aside  £1  yearly.  The  amount  of  the  loan 
divided  by  this  sum  will  give  the  annual  instalment  of  Sinking  Fund 
required  to  pay  off  the  loan  so  far  as  the  principal  is  concerned.  Add  to 
this  a  year's  interest  on  the  loan  at  the  rate  agreed  on,  and  the  total  will 
be  the  total  annual  charge. 

Example. — The  sum  of  £10,000  is  borrowed  at  3£  per  cent  per  annum, 
and  the  principal  is  payable  at  the  end  of  thirty  years.  The  instalment  of 
principal  can  only  be  invested  at  3  per  cent.  Find  what  annual  sum  must 
be  set  aside. 

The  sum  of  £1  per  annum  accumulated  at  3  per  cent  per  annum  will 
amount  to  £47*57542  in  thirty  years.  £10,000  divided  by  47*57542  gives 
£210 : 3 :  10,  which  is  the  sum  which  must  be  set  aside  each  year  and 
invested  at  3  per  cent  to  amount  to  £10,000  in  thirty  years. 

The  total  annual  charge  is  therefore : — 

Interest  on  loan  of  £10,000  at  3£  ^>er  cent .         .  .    £350     0     0 

Annual  sum  to  be  put  to  the  Sinking  Fund,  and  invested  at 

3  per  cent 210     3   10 


£560     3   10 


Insurable  Interest. — This  has  been  defined  as  "a  moral 
certainty  of  advantage  or  benefit  which  would  accrue  but  for  the  risks 
insured  against."  This  insurable  interest  is  possessed  by  owners  of  ships, 
charterers,  owners  of  goods  on  board,  consigners,  factors  in  advance  to  their 
principals,  and  having  power  to  sell,  mortgagors  and  mortgagees,  lenders  on 
bottomry  and  respondentia,  masters  for  their  wages,  and  underwriters. 
(See  "  Fire  Insurance,"  "  Life  Insurance,"  "  Marine  Insurance.") 

Insurance:— 

Accident.    See  Accident  Insurance,  vol.  i.  p.  2. 
Fire.    See  Fire  Insurance,  p.  26. 
Guarantee.    See  Suretyship  Insurance. 
Life.    See  Life  Insurance. 
Marine.    See  Marine  Insurance. 
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Insurance  (of  Loss  of  Profit  by  Interruption  of  Business). — Of 
recent  years  a  form  of  insurance  has  sprung  up  which  attempts  to  provide  for 
the  loss  of  profit  and  interruption  of  business  following  upon  a  fire.  It  has 
been  found  that  a  slight  fire  may  result  in  a  serious  interruption.  This  con- 
sequential damage  or  loss  is,  of  course,  not  covered  by  the  ordinary  contract 
of  fire  insurance.  In  a  crude  way  such  insurances  have  been  accepted 
by  the  underwriters  at  Lloyds,  London,  the  practice  being  merely  to  pay  a 
percentage  in  supplement  of  any  sum  recovered  under  an  ordinary  fire  policy, 
and  therefore  without  relation  to  the  extent  of  the  interruption.  Latterly, 
at  least  one  company  in  Great  Britain  has  proceeded  upon  more  scientific 
lines,  and  as  time  goes  on  probably  most  of  the  ordinary  Fire  Insurance 
Companies  will  also  undertake  this  class  of  business  on  improved  lines. 

The  only  principle  upon  which  such  insurances  can  be  written  upon  a 
sound  basis  is  to  select  some  feature  or  element  in  the  industry  concerned 
which  is  sensitive  to  the  results  of  a  fire,  and  to  provide  an  indemnity  vary- 
ing as  this  element  is  affected  by  the  fire.  For  instance,  policies  may  be 
based  upon  the  cash  turnover  of  a  drapery  business,  the  wages  paid  in  pro- 
ductive labour  in  engineering  or  ironfounding,  or  upon  the  consumpt  of 
raw  material  (say  jute  or  wood-pulp  in  jute  mills  or  paper  mills  respectively), 
and  so  on.  The  loss  is  gauged  by  ascertaining  after  a  fire  the  shrinkage  of 
the  basis  selected ;  for  instance,  the  falling  off  in  the  cash  turnover,  the 
diminished  wages  bill,  or  the  diminished  consumpt  of  raw  material. 

It  is  unnecessary  for  the  insured  to  disclose  any  private  details  of  his 
business,  except  in  the  event  of  loss,  when  the  relations  between  his  profits, 
the  whole  volume  of  his  business,  and  the  amount  insured  against  loss  of 
profit  are  ascertained.  These  "  profit "  policies  introduce  for  the  first  time  the 
element  of  time  in  the  settlement  of  a  fire  loss,  and  accordingly  the  period 
of  interruption  covered  by  the  policy  varies  with  the  class  of  business. 

The  loss  through  interruption  of  business  is  not  limited  to  net  profit,  as 
fixed  payments  and  charges,  such  as  interest  on  borrowed  capital,  salaries 
to  chief  members  of  the  staff,  etc.,  which  cannot  be  discontinued  during  an 
interruption,  may  be  insured  in  a  similar  manner  to  profits. 

John  Mann,  Jr. 

Int. — Contraction  for  Interest. 

Integral  Calculus* — This  is  usually  defined  as  the  Inverse  of 
the  Differential  Calculus  (see  "  Differential  Calculus  "),  its  object  being 
to  find  a  function  whose  differential  is  known.  For  example,  in  the  differ- 
ential calculus  we  pass  from  f(x),  a  function  of  x,  to^^+    J~«7w or  J^2f 

another  function  of  x,  say  <£(#),  which  is  the  differential  coefficient  of  /(#), 

in  other  words  the  ratio,  in  the  limit  (when  h  or  dx  =  0),  of  the  differential 

(df(x))  of  f(x)  to  the  differential  dx  of  the  variable  x.     In  the  integral 

calculus,  on  the  other  hand,  <£(#)  is  the  function  given  from  which  we  are 

to  pass  back  tof(x).    Notation.— f(x)  being  unknown,  a  symbol  is  required 

for  it  in  terms  of  <p(x),  the  given  function.     Now  <f>(x)  being  the  limit  of 

df(x) 
the  ratio   ^    ,  multiplication  of  <£(#)  by  dx,  i.e.,  <f>x.dx,  gives  us  df(x),  the 

differential  of  /(#)•    /(#)  *8  now  termed  the  integral  of  <j)(x)dxf  and  is 
symbolised  by  prefixing    /   (a  cursive  s,  the  first  letter  of  sum)  teTthe 

differential    Thus  f(x)  =  j<fj(x)dx. 
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But /(a?)  is  not  the  only  function  of  x  whose  differential  is  <f>xdx.  Yot 
if  c  be  a  constant  addition  to  the  function,  not  involving  x,  and  conse- 
quently not  varying  with  x,  we  have  d(/(«)  +  c)=/(a?  +  A) +  <?-/(«)  -e  = 
f(x  +  h)-f(x)  =  df(z)  =  <f)(z)dx.  Thus  any  constant  addition  to  a  function 
vanishes  in  the  process  of  differentiation.     To  be  correct,  therefore,  we 

must  write  l<f>(x)dx=f(x)  +  e,  and  thus  reintroduce  the  constant  that  might 

have  disappeared  from  the  original  function.     The  value  of  e  is  determined 
by  the  conditions  of  the  particular  case  we  are  investigating. 

The  process  of  finding  the  primitive  function  f(x)  from  its  given 
differential  4>(x)dx  is  not,  strictly  speaking,  a  mathematical  operation. 
The  process  is,  in  general,  simply  one  of  answering  a  question  in  the  light 
of  our  previous  knowledge  of  the  differential  calculus,  which  has 
acquainted  us  with  the  forms  which  the  differentials  of  various  functions 

assume.      For  example,  since  we    know  that    -j— ,  or   more   generally 

ax 

dCxm  +  c)  f 

-^-j '  =  mxm"\  we  write  at  once  Jmxim~1dx=xmt  or  more  correctly  xm  +  e, 

where  c  may  or  may  not  be  =  0.     It  follows  that  /  xmax  = ^  +  c. 

n  1 

Again,  j  -  dx  =  logsc,  since  dloga?=-  dx, 

j  x  x 

f               a* 
and  la*dx  = , ,  since  da*=a* log adx. 

A  constant  coefficient  of  the  function  to  be  integrated  may  be  removed 
outside  the  symbol  of  integration.     Thus 

J3x2dx  »  3lx*dx  =  3.-«  =#8,  since  da?  =  Zx2dx. 

In  these  three  examples  the  arbitrary  constant  has  not  been  added,  but  it 

must  always  be  understood. 

df(x) 
The  differential  coefficient  of  /(a?),   — f-^t   is   usually  written  fix). 

Hence  f'(x)dx  =  df(x)  and  \fXx)dx=\df(x)=f(x).     There  has  here  been 

no  operation  at  all,  strictly  speaking,  and  yet  it  would  seem  as  if  /  and  d 

were  symbols  of  quantity  mutually  reciprocal  whose  product  is  unity. 
They  are,  of  course,  not  so,  being  merely  symbols  of  definition,  yet, 
curiously  enough,   they  can   in   many  cases  be  treated  as  symbols  of 

operation,  and  we  may  write  /  =rf-1  or  -v 

It  is  easy  to  pass  from  such  simple  differentials  as  are  given  above  to 
their  integrals.  But  the  process  is  the  same  in  all  cases,  viz.,  a  simple 
inference  from  what  is  already  known.  All  that  is  necessary  in  the  case  of 
more  complex  functions  is  that  they  should  be  transformed  into  com- 
binations of  simpler  functions,  so  as  to  render  the  inference  more  obvious. 
The  transformation  may  be  effected  in  many  ways,  examples  of  which  are 
given  in  the  text-books.     The  following  are  illustrations : — 

Integral  of  a  Sum. — Since  the  differential  of  the  sum  of  any  number  of 
functions  is  the  sum  of  their  respective  differentials,  it  follows  that  the 
integral  of  a  sum  of  functions  is  the  sum  of  their  respective  integrals. 
vol.  hi  23 
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Thus 
l(x  +  a)2dx  =  l(x2  +  2ax  +  ar)dx=  lx2dx  +  2alxdx  +  la2dx  =  ^  +  ax2  +  a2x. 

Integration  by  Substitution. — 

j(a  +  bx)ndx. 

Here  we  might  expand  (a  +  bx)n  by  the  binomial  theorem  and  integrate 
each  term.     But  this  is  unnecessary,  for,  substituting  z  for  (a  +  bx),  we 

have  dz  =  bdx  or  -j-  =  dx.    Hence  l(a  +  bx)ndx=  I  -r-  =  ; a-,  =^ =nrr- • 

b  JK  '  J    b       (n  +  l)b       (n  + 1)6 

A  common   method  of  transformation  is  by  resolution  into  partial 

fractions.     Thus  for  I-5 9  dx  we  have 

J  x2  -  a2 


Hence 


x2  -  a2     (a  +  aX«  -  a)     2a\2J  -  a    a;  +  a) 

C     dx  1  1  35  —  tt 


For  further  examples  the  student  is  referred  to  the  text-books. 

Integration  as  Summation. — If  on  finding  the  integrals  of  functions  we 
stopped  there — if  those  integrals  had  no  further  meaning,  then  the  integral 
calculus  would  be  of  comparatively  little  use.  But  the  process  of  in- 
tegration— as,  indeed,  the   symbol  f  suggests — leads   up   to   the   most 

important  application  of  the  calculus,  viz.,  the  summation  of  seriea  The 
student  of  finite  differences  knows  that  f(b)  -f(a)  is  the  sum  of  the  series 
of  the  1st  differences  of /(#)  when  x  is  made  to  pass  by  finite  increments 
through  successive  values  from  a  to  b.  Let  the  finite  increment  be  A. 
Let  f(x  +  A)  -f(x)  be  the  1st  difference  of  f(x),  and  denote  this  by 
<f)(x)  =  A/(jg).  Then  the  successive  values  of  the  function  and  its  differ- 
ences may  be  exhibited  in  columnar  form  as  follows : — 

A 

f{a)  /(a  +  A)  -/(a)  -  <K") 

/(a  +  A)  f(a  +  2h)-f(a  +  h)  =  <f>(a  +  h) 

/(a  +  2A)  f(a  +  3A)  -  f{a  +  2h)  =  <#a  +  2h) 


/(a  +  m  -  l.A)  f(a  +  mh)  -/(a  +  m  -  l.A)  =  </>(&  —  A),  where 

a  +  mh  ==  b 
/(J)=/(a  +  mA). 

Then  obviously 

f(b)  -/(a)  -  <Ka)  +  <Ka  +  A)  +  <Ka  +  2A)  +  ....+  #6  -  A). 

But/(6)  is  the  function  of  which  <£(&)  is  the  1st  difference,  and  f(a)  is  the 
function  of  which  <£(a)  is  the  1st  difference,  so  that  to  sum  the  series 
<£(a),  <f)(a  +  A)  —  <j)(b  -  A),  we  have  only  to  find  the  finite  integral  of  <£(&), 
viz.,/(6),  and  subtract  from  it  the  finite  integral  of  <£(a),  viz. /(a). 

Passing  now  to  the  integral  calculus,  consider  A  to  be  indefinitely 
small,  and  let  f'(x)  be  the  differential  coefficient  of  /(«).  Then 
f(x  +  A)  -f(x)  =f'(x)dx-  As  before — but  now  by  infinitely  small  increments 
— let  x  pass  through  every  intermediate  value  between  a  and  b. 
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f(a  +  k)   -/(a)       =f\a).h 
J\a  +  2k)  -/(a  +  k)  =/'(«  +  h).h 


f(b)  -f(b  -  k)  =f\b  -  h)k  =f'(b)h  Bince  h  =  dx,  which  ia  infinitely  email. 
Owing  to  the  smallness  of  the  increment  of  x  each  difference,  or  rather 
differential,  is  now  indefinitely  small,  and  at  the  same  time  the  number  of 
them  ia  indefinitely  increased.  Yet  we  can  find  their  sum  as  before,  or 
more  correctly  now  can  find  the  limit  to  which  their  aura  approaches  as  h 
approaches  the  value  0,  and  the  result  iB  neither  infinitely  amal!  because 
of  the  amallness  of  the  individual  terms,  nor  infinitely  great  because  of  their 
number,  but  ia  a  finite  quantity  aince  it  ia  equal  to  /(b)  -f(a),  which  are 
both  finite  in  value.    That  is, 

*[/"(«)  +/'(«  +  *)  +/(<■  +  24)  + . . . .  +/"(»)]  -  f(b)  -/(«), 

which  ia  usually  written 

//wfc=/m-./w. 

and  ia  termed  the  definite  integral  of  /'(*)  between  the  limits  a  and  b.    It 
will  be  seen  that  this  definite  integral  is  obtained  by  first  finding  the 

general  integral  viz.  \f(x)dx  otf(x),  then  giving  to  x  the  respective  values 
b  and  a,  and  taking  the  difference  of  the  results. 

A  geometrical  example  will  at  once  make  clear  the  nature  of  such  a 
summation,  and  at  the  same  time  illustrate  the  application  of  the  integral 
calculus  to  the  quadrature  of  curves,  i.e.  the  calculation  of  their  areas. 
To  take  the  simplest  possible  case  where  the  result  is  obvious  from 
elementary  geometrical  considerations,  consider  the  following  figure, 


where  the  straight  line  pq  is  supposed  to  start  from  the  origin  0  at  an 
angle  of  45°  to  the  x  axis.  Let  a  be  the  distance  on  x  from  0  of  pa,  the 
perpendicular  from  p  (termed  the  ordinate  ya),  and  let  b  be  the  correspond- 
ing distance  of  the  ordinate  y>,  or  qb.  Then  the  position  of  the  points  p 
and  q  on  the  line  pq  iB  fixed  in  terms  of  x  and  y  by  the  equations  ya,  or 
/(a)  =  a  and  yb,  or  f(b)  =  b.  These  are  obvious  from  the  form  of  the  figure. 
Now  suppose  it  required  to  find  the  area  of  the  "  curve "  pq  between  the 
points  a.  and  b,  i.t.  the  area  bounded  by  the  figure  pabq.  Divide  the  area 
into  small  parts  by  perpendiculars  drawn  at  equal  distances  as  shown  in 
the  figure,  and  divide  each  of  these  smaller  areas  into  a  rectangular  figure 
and  a  triangle  by  lines  parallel  to  the  x  axis.    Let  A  =  <&e  be  the  distance 
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between  each  perpendicular.  Then  we  see  that  the  required  area  is  equal 
to  the  sum  of  the  parallelograms,  plus  the  sum  of  the  triangles.  But  the 
sum  of  the  latter  is  small  compared  with  that  of  the  former,  and  it  may  be 
made  as  small  as  we  please  by  simply  increasing  the  number  of  parallelo- 
grams, that  is,  by  diminishing  A.  That  is  to  say,  the  required  area  is  equal 
to  the  limit  to  which  the  sum  of  the  series  of  quadrilaterals  ah,  (a  +  h)h, 
{a  +  2h)h (Jb  -  h)h,  approaches  when  h  is  made  indefinitely  small    This 

sum  is  represented  by  the  definite  integral    I  f(x)dx=j  xdx.     For  the 

J  a  J  a 

f  X2 

general  integral  J  xdx  we  have  ^,  and  substituting  b  and  a  for  x,  and 
subtracting,  we  have 

/  xdx  =  — s — = the  required  area, 

which  is  easily  verifiable  since  the  required  area  is  equal  to  the  area  of 
the  right  angled  triangle  qOb,  less  that  of  the  similar  triangle  pOa,  that 
.  _&*_^ 
18~2     2' 

It  will  be  seen  that  the  concept  with  which  the  integral  calculus 
mainly  deals  is  that  of  a  quantity  or  function  passing  gradually  by  small 
changes  from  one  value  to  another.  This  concept  has  its  most  obvious 
illustrations  in  geometry  and  pure  physics,  and  the  calculus  has  thus  at 
first  sight  an  appearance  of  abstruseness.  Yet  in  other  and  more  familiar 
fields  a  similar  concept  of  change  is  probably  the  true  one  in  accordance 
with  the  rule  natura  non  facit  saltum.  At  any  rate,  no  branch  of 
mathematics  has  in  fact  been  more  fruitful  of  application  in  such  practical 
sciences  as  those  of  engineering,  economics,  statistics,  life  assurance,  and 
the  theory  of  finance. 

As  an  example,  take  the  case  of  an  annuity-certain  for  n  years.  Let 
i  be  the  actual  increment  of  a  sum  of  1  invested  for  a  year.  Then  the 
present  values  of  the  successive  instalments,  if  payable  at  the  end  of  1,  2, 

3, n  years,  is  (1  +  t)"1,  (1  +  i)'2,  (1+i)'8  —  (l  +  i)_n.      But  as  the 

interest  is  in  theory  accruiug  momently,  we  may  ask  what  is  the  present 
value  of  1  due  a  moment  hence,  and  the  formula  gives  us  (1  +  t)~\  or  «* 

where  v=« — .  and  h  is  taken  very  small.     Hence  the  present  value  of  an 

annuity  of  1  for  n  years  by  momently  instalments  of  A  is 

hvh  +  hv2*1  +  hiF1  + +  hvn, 

or  rather  the  limit  to  which  this  sum  approaches  the  more  nearly  h 

approaches  zero.     The  general  integral  for  the  function  is  Jitdt^* ,  and 

the  definite  integral, 


/ 


n  *  j,    vn~  1  l-vn 

Vldt  =  -j ,       Or       ^ T. rr  =  <Ln\ 

0  log  V  log  (1  + 1)  ' 


Again,  take  the  case  of  a  life  annuity  to  a  person  aged  x.     If  the  instal- 
ments are  payable  at  the  end  of  finite  intervals  of  time,  say  a  year,  we  have 


^=^+^V-+^¥-3+  etc. 

cx  tx  ix 
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where  the  coefficients  of  the  powers  of  v  are  the  probabilities  of  x  living 
1  year,  2  years,  3  years,  etc.  respectively.  If  payable  by  momently 
installments  such  an  annuity  is  symbolised  by  aX}  and  we  have 

0^= hU'lp  +  *»^p  +  etc.  to  the  end  of  life 

\  "X  "X 

=  jj   ifilx+if  A.  where  h  =  dt  the  infinitely  small  interval 

of  time. 

The  function  vfilx+h  is  not  indeed  capable  of  integration  so  simply  as 
the  functions  above  dealt  with,  since  lx+h  cannot  be  expressed  as  a  mathe- 
matical function  of  x.  But  formulas  have  been  investigated  for  such  cases, 
in  which,  by  taking  a  few  values  of  lx  at  wide  intervals  of  the  mortality 
table  and  multiplying  them  by  certain  coefficients,  the  approximate  integra- 
tion of  the  function  can  be  performed.  Such  an  approximate  formula  is 
the  following — 


/ 


Uxdx  =  n('28u0  +  l'62wn  +  2'2usn  +  V62u6n  +  '56^  +  1*621^) 


o 
Applying  this  formula  to  the  present  case  we  have 

a*  .  n(  -28^-*  +  l-62^±^  +  2-2^±»  +  etc.") 
V       lx  lx  lx  J 

Thus  the  summation  of  a  series  of,  it  may  be,  50  or  60  terms  is  reduced  to 
the  calculation  of  at  most  5  or  6  values.  The  formula  is,  of  course,  as 
capable,  and  almost  as  easy,  of  application  where  2,  3,  or  more  lives  are 
involved.  In  such  cases,  indeed,  it  is  the  only  method  practicable  with 
any  assurance  of  accuracy,  since  the  labour  of  direct  calculation  would  be 
prohibitive.  John  R.  Armstrong. 

Interdict. — In  Soots  law  an  interdict  is  a  decree  restraining  or 
preventing  a  person  from  doing  an  act  which  will  interfere  with  another 
person's  rights.  Interdicts  are  either  perpetual  or  interim.  Interim 
interdicts  are  granted  during  the  dependence  of  an  action  in  which 
interdict  is  sought.  Interdict  is  a  remedy  intended  not  only  to  prevent 
any  injury,  but  also  any  threatened  injury. 

In  England  the  process  is  known  as  an  injunction,  and  has  been  defined 
as  a  judicial  process,  by  which  one  who  has  invaded  or  is  threatening  to 
invade  the  rights,  legal  or  equitable,  of  another  is  restrained  from  con- 
tinuing or  commencing  such  wrongful  act.    {See  "  Injunction.") 
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The  late  John  Stuart  Mill  described  the  gross  profit  on  capital  as  consist- 
ing of  three  parts — (1)  remuneration  for  risk,  (2)  remuneration  for  trouble, 
and  (3)  remuneration  for  the  capital  itself.     These  he  termed  respectively 


358  INTEREST  AND  ANNUITIES-CEKTAIN 

insurance,  wages  of  superintendence,  and  interest.  Interest  has  also  been 
defined  as  the  premium  paid  for  the  loan  of  the  principal  or  capital 
sum. 

The  rate  of  interest  earned  in  respect  of  any  interval  may  be  defined  as 
the  ratio  between  the  amount  of  interest  realised  during  that  interval  and 
the  capital  invested.  The  unit  of  time  during  which  interest  is  measured 
is  almost  invariably  a  year.  It  is  the  practice  in  commercial  transactions 
to  deduce  this  ratio  per  £100  invested,  and  to  describe  the  rate  of  interest  as 
the  equivalent  per  cent.  In  theoretical  formulas,  on  the  other  hand,  it  is 
customary  to  deduce  the  ratio  per  unit  invested,  and  to  describe  the  rate  of 
interest  as,  say,  i  per  unit.     At  3  per  cent  i  would  be  "03. 

The  practice  of  charging  interest  on  money  advanced  in  the  form  of  a 
loan,  or  upon  a  debt  overdue,  is  so  much  a  matter  of  everyday  business 
routine,  that  the  modern  business  man  might  be  excused  if  he  suffered  from 
a  feeling  of  surprise  on  being  informed  that  to  charge  interest  was  so 
recently  as  the  time  of  Edward  VI.  a  felony.  In  that  reign  an  Act  was 
passed  prohibiting  interest,  for  the  reason  that "  the  charging  of  interest 
was  a  vice  most  odious  and  detestable,  and  contrary  to  the  word  of  God." 
The  prohibition  was  based  on  a  mistaken  interpretation  of  the  Mosaic  law. 
The  passages  upon  which  the  clerics  relied  as  supporting  their  view  referred 
only  to  the  application  of  money  lent  for  the  relief  of  distress,  not  to  money 
borrowed  for  the  purpose  of  improvement.  It  may,  however,  be  noted  that 
no  less  an  authority  than  Aristotle  held  the  opinion  that  to  charge  interest 
was  not  legitimate,  as  "  money  is  necessarily  barren." 

It  has  been  truly  remarked  that  necessity  knows  no  law.  In  these 
ancient  times,  just  as  at  present,  there  existed  men  who  had  need  of  money, 
and  men  who  had  money  to  spare — for  a  consideration.  It  was  illegal  to 
charge  interest,  but  quite  proper  to  ask  a  "  bonus."  Hence  the  borrower 
paid  his  interest  under  another  name.  And  owing  to  the  difficulties  the 
law  made  in  connection  with  interest,  the  bonus  became  something  more 
than  an  evidence  of  goodwill  for  the  loan,  being,  as  it  was,  a  sum  arbitrarily 
fixed  and  charged  as  "  principal."  It  is  now  admitted  that  the  prohibition 
of  "  interest "  tended  to  the  development  of  the  curse  the  law  tried  to  put 
down,  namely  "  usury." 

It  has  always  been  legitimate  to  earn  profit  on  the  goods  or  raw 
material  purchased  in  one  market  and  sold  in  another,  or  by  the  process  of 
manufacture  made  suitable  to  meet  a  public  demand.  The  profit  so  earned 
varies,  and  has  from  the  beginning  of  commerce  varied  with  the  local 
demand.  This  was  so  when  the  buyer  bartered  live  stock  or  local  produce 
for  his  purchase,  and  when  the  seller  had  to  convey  the  bartered  stock  to 
another  market  at  which  its  value  was  higher  than  in  that  from  which  the 
stock  came. 

Money  came  into  existence  primarily  to  supply  the  want  of  a  simpler 
method  of  exchange.  It  acquired  a  value  due  to  a  universal  demand  for  it 
by  the  trading  class,  as  a  means  of  enabling  them  to  more  easily  convey  or 
exchange  the  proceeds  of  their  trade  or  labour  from  place  to  place.  But 
money  in  the  shape  of  precious  metal  or  rare  stones  had  a  value  apart  from 
that  required  by  its  utility  as  a  means  of  exchange.  A  step  farther,  and 
money  became  a  commodity  for  the  hire  or  use  of  which  a  profit  was 
required.  In  other  words,  traders  who  had  a  surplus  of  profit  from  the 
result  of  their  trading  were  willing  to  lend  the  surplus  to  fellow-traders  at  a 
profit,  which  in  business  parlance  is  termed  interest. 

As  commerce  extended  the  need  for  additional  capital  was  felt,  and  to 
supply  the  need  the  old-time  jewellers  and  merchants  formed  syndicates, 
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which  "  ventured  "  the  joint  fund  in  some  likely  enterprise.  The  principal 
money-lenders  were  the  jewellers,  and  one  of  the  best  known  to  fame  was 
George  Heriot,  alias  "  Jingling  Geordie,"  jeweller  to  James  I.  But  another 
need  was  felt  by  the  mercantile  class,  namely,  the  want  of  an  institution 
safer  than  their  strong  boxes,  into  which  they  could  pay  funds,  or  on  which 
they  could  draw  for  funds,  as  convenience  dictated.  This  was  the  germ  of 
the  banking  system  in  this  country.  From  the  common  fund  lying  in  the 
hands  of  the  banker  loans  were  granted  on  approved  security  at  a  rate  of 
interest  or  premium  for  the  convenience  granted,  and  bills  and  notes  were 
cashed  at  certain  rates  of  discount,  which  was  and  is  merely  another  term 
for  interest.  As  the  available  funds  fluctuated  in  relation  to  the  demand 
for  them,  so  fluctuated  the  rate  of  profit  or  interest  charged  for  the  accom- 
modation granted. 

The  rate  of  interest  is  chiefly  regulated  by  the  supply  and  demand  for 
capital,  and,  to  some  extent,  by  the  variable  rates  of  profit.  If  the  quantity 
of  money  awaiting  investment  is  considerable,  the  rate  of  interest  realised 
in  investment  may  be  expected  to  be  low,  and  vice  versa.  Likewise,  the 
fact  that  the  rate  of  profit  varies  somewhat  in  different  countries  may  be 
expected  to  have  its  bearing  on  the  rate  of  interest  realisable  in  these 
countries.  Again,  if  the  risk  involved  in  the  investment  is  considerable,  a 
high  rate  of  interest  may  be  looked  for,  while  if  no  risk  attaches  the  rate  of 
interest  may  be  expected  to  be  correspondingly  low.  Thus  a  much  higher 
rate  of  interest  may  be  looked  for  in  lending  upon  personal  security  than 
in  investing  in  securities,  the  interest  on  which  is  guaranteed  by  the 
Government. 

It  is  usual  to  say  that  interest  may  be  computed  by  one  of  two  methods : 
first,  Simple  Interest;  or,  second,  Compound  Interest.  The  former 
assumes  that  the  interest  will  throughout  be  estimated  upon  the  original 
capital  invested.  The  latter  takes  into  account  the  fact  that  the  interest 
due  at  the  end  of  each  interval  is  capable  of  investment,  and  considers  in 
this  connection  not  only  the  original  principal,  but  also  the  previous  interest 
accumulations.  When  the  interval  elapsed  from  the  date  of  investment 
exceeds  a  year,  the  amount  in  respect  of  the  same  original  capital  invested 
will  obviously  be  greater  by  the  operation  of  compound  than  by  simple  in- 
terest, since  the  former  accumulates  not  only  the  original  principal,  but  also 
the  interest.  When,  however,  the  interval  elapsed  is  less  than  a  year,  the 
result  by  compound  should  be  less  than  by  simple  interest.  The  rate  of 
interest  contracted  for  was  i  per  unit  per  annum,  and  upon  the  theory 
involved  in  compound  interest,  the  interest  paid  at  the  end  of  the  fractional 
period  would  be  capable  of  earning  interest  for  the  remainder  of  the  year,  and 
consequently  if  the  proportion  of  i  were  paid,  the  gross  profit  for  the  full  year 
would  be  more  than  i  per  unit.  And  herein  lies  the  apparent  fallacy  of  simple 
interest.  If  by  the  operation  of  simple  interest  the  interest  on  each  unit 
for  a  fraction  of  a  year  is  that  fraction  of  the  rate  of  interest  per  annum,  the 
amount  payable  at  the  end  of  that  and  each  successive  interval  could  be 
reinvested,  and  the  result  by  simple  interest  would  at  any  time  exceed  the 
corresponding  result  by  the  operation  of  compound  interest,  where  the  rate 
of  interest  was  assumed  to  be  i  per  unit  per  annum.  In  other  words,  in 
the  case  of  simple  interest,  the  interest  is  considered  as  apart  from  the 
principal,  not  capable  of  being  remunerative  unless  actually  reinvested  as 
principal — a  position  impossible  to  maintain,  and  a  theory  introducing  com- 
plication into  actuarial  formulas — while,  according  to  compound  interest,  the 
interest  payable  at  the  end  of  each  interval  is  added  to  the  principal,  and 
the  interest  payable  in  respect  of  any  interval  is  estimated  upon  the 
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original  capital  invested,  with  interest  accumulated  to  the  end  of  the  pre- 
ceding interval. 

Let  P  represent  the  principal  or  capital  invested, 

i  the  rate  of  interest  per  unit  at  which  the  capital  is  invested, 
n  the  number  of  years, 

8  (the  first  letter  of  the  word  sum)  the  amount  of  P  at  the  end  of 
any  number  of  years.  * 

Simple  Interest 

If  1  be  invested  at  simple  interest,  the  interest  payable  at  the  end  of 
each  year  will  be  *'.  The  interest  added  to  the  end  of  n  years  will,  as  a 
consequence,  be  ni,  and  the  amount  of  the  unit  invested  to  the  end  of  that 
period  will  be  (1  +  ni).  Now,  by  simple  proportion,  if  (1  +  ni)  is  the 
amount  of  1  to  the  end  of  n  years,  P(l  +  ni)  will  be  the  amount  of  P  to 
the  end  of  the  same  period.  This,  as  indicated  above,  is  denoted  by  the 
symbol  8,  whence  we  have  the  equation 

S  =  P(l  +  ni)  .  .  .       (1) 

It  will  be  observed  that  we  have  here  got  four  unknown  quantities, 
S,  P,  7i,  and  i.  Given  any  three  of  these,  we  can  solve  for  the  fourth. 
Thus— 

P  =  t-^- (2) 

1  +  ni 

Since  (1  +  ni)  is  the  amount  of  1  to  the  end  of  n  years,  when  simple 
interest  is  assumed,  it  follows  that  1  is  the  present  value  of  (1  +  ni)  due 

at  the  end  of  n  years,  and  therefore  by  simple  proportion  - :  is  the 

j.  +  n%  i 

present  value  of  1  due  at  the  end  of  that  period.     Generally,  therefore,  the 

present  value  of  S  due  at  the  end  of  n  years  is  r .,  which  is  denoted  by 

the  symbol  P. 

Again,  from  formula  (1)  we  have 

n=-Tp      .  .  .  •       (3) 

o  -  P  ... 

--5T    •  •  •  •      <*> 

As  previously  stated,  simple  interest  takes  no  account  of  the  fact  that 
interest  may  be  made  remunerative,  or  may  be  due  at  specified  intervals. 
Hence  the  above  formulas  are  equally  applicable  whether  the  duration  of 
the  investment  be  integral  or  fractional. 

Discount  may  be  defined  as  the  difference  between  the  sum  due  at  the 
end  of  a  given  period  and  the  present  value  of  that  sum. 

We  have  seen  that  P(l  +  ni)  is  the  amount  of  P  to  the  end  of  n  years. 
In  other  words,  P  is  the  present  value  of  a  sum  of  P(l  +  ni)  due  at  the  end 
of  that  period.     Hence  we  have 

Discount  =  Sum  due  -  Present  value. 
In  symbols 

D  =  P(l  +  ni)  -  P 
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=  niP  .  .  .  .  (5) 

=  z .  ....       (6) 

1  +  n%  v  ' 

When  S  and  n  are  both  equal  to  1  we  write  d  for  D. 

Compound  Interest 

Unlike  the  case  of  simple  interest,  we  must  now  have  regard  to  the 
number  of  times  throughout  the  year  that  interest  may  be  payable. 
Interest  may  be  payable  yearly,  half-yearly,  quarterly,  or,  generally,  m 
times  a  year,  and  it  is  obvious  that  in  all  these  cases  the  actual  rate  of  in- 
terest realised  during  the  year  will  vary,  since,  by  the  doctrine  of  compound 
interest,  the  interest  payable  at  the  end  of  each  interval  is  to  be  added  to 
the  capital  invested,  and  future  interest  computed  on  the  original  principal, 
with  accumulations  to  date.  Thus,  taking  the  capital  invested  as  unity  at 
an  assumed  rate  of  interest,  -05  per  unit  (t.e.  5  per  cent) — 

First,  if  the  interest  be  payable  yearly,  the  amount  of  the  capital  in- 
vested at  the  end  of  the  year  will  be  (1*05),  and  the  rate  of  interest  realised 
•05  per  unit. 

Second,  if  the  interest  be  payable  half-yearly,  the  amount  of  the  capital 
invested  at  the  end  of  the  year  will  be  (T025)2  =  1*050625,  deduced  as 
follows: — The  amount  of  the  unit  at  the  end  of  six  months  will  be  1025, 
since  '025  of  interest  becomes  payable  at  that  date.  This,  then,  being  the 
capital  invested  for  the  second  six  months,  we  have  by  simple  proportion 
the  amount  of  1*025  at  the  end  of  this  six  months ;  in  other  words,  the 
amount  of  1  at  the  end  of  the  year  =  (1025)2  =  1*050625.  The  actual  rate 
of  interest  realised  during  the  year  will  in  this  case  be  '050625  per  unit. 

Third,  if  the  interest  be  payable  quarterly,  the  amount  of  the  unit  at 
the  end  of  the  year  will  be  (1*0125)4  =  1050945,  and  the  actual  rate  of  in- 
terest realised  will  in  this  case  be  -050945  per  unit. 

It  is  obvious  that  the  oftener  the  interest  be  payable  (or  convertible)  the 
greater  will  be  the  actual  rate  of  interest  realised  during  the  year. 

We  require  then  to  know,  when  considering  compound  interest,  not 
only  the  nominal  rate  of  interest,  but  also  the  number  of  times  that  interest 
be  convertible  throughout  the  year. 

The  nominal  rate  of  interest  may  thus  be  defined  as  the  rate  at  which 
interest  is  calculated,  no  matter  how  often  interest  be  convertible,  while  the 
effective  or  accumulative  rate  is  the  actual  rate  of  interest  realised  by  the 
investment  of  1  for  a  year.  Thus  in  the  previous  illustrations  *05  is 
throughout  the  nominal  rate  of  interest.  When  interest  is  convertible 
half-yearly,  for  example,  the  corresponding  effective  rate  has  been  seen  to 
be  -050625. 

When  interest  is  convertible  yearly,  the  amount  of  1  at  the  end  of  a 
year  will  be  (1  +  i) ;  and  since  this  is  the  sum  invested  during  the  succeed- 
ing year,  it  follows  by  simple  proportion  that  the  amount  of  (1  +  i)  at  the 
end  of  that  year,  in  other  words,  the  amount  of  1  at  the  end  of  two  years 
will  be  (1  + 1)  x  (1  +  i)  =  (1  +  if.  Similarly  the  amount  of  1  at  the  end  of 
the  third  year  will  be  (1  +  if  x  (1  +  i)  =  (1  +  if,  and  generally  the  amount 
of  1  at  the  end  of  n  years  will  be  (1  +  if.  Hence,  by  simple  proportion, 
the  amount  of  P  at  the  end  of  n  years  will  be  P(l  +  if,  which,  as  already 
indicated,  is  denoted  by  the  symbol  Sf  whence 

£=P(l  +  i)»  .  .      (7) 
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Here  again  we  have  four  unknowns,  S,  P,  n,  and  i.     Given  any  three 
of  these,  we  can  solve  for  the  fourth.     Thus — 

p_      S 


(1  +  i)n 
=  Svn     .  .  .  .      (8) 

where  r — .  is  represented  by  vt  the  present  value  of  1  due  at  the  end  of  a 

year. 

Since  (1  +  *)n  is  the  amount  of  1  to  the  end  of  n  years,  when  interest 
is  convertible  yearly,  it  follows  that  1  is  the  present  value  of  (1  +  i)n 

due  at  the  end  of  n  years,  and  therefore,  by  simple  proportion,  jz — ^ 

is  the  present  value  of  1  due  at  the  end  of  that  period.  This,  as  stated,  is 
denoted  by  the  symbol  vn.  Generally,  therefore,  the  present  value  of  S  due 
at  the  end  of  n  years  is  Svn,  which  is  denoted  by  the  symbol  P. 

From  formula  (7),  taking  the  logarithms  of  both  sides,  we  have 

log£  =  logP  +  nlog(l  +  i), 
that  is 

log  S  -  log  P— n  log  (1  +  i), 
and  hence 

logS-logP 

n~    log(l  +  i)  ■      w 

Again,  from  formula  (7)  we  have 

J  =  (l  +  *-)». 

Taking  the  nth  root  of  both  sides, 

,  i 


n 

v 


/!or(!)s=(i+*>> 


and  hence 

i 


HIT- 


1  (10) 


If  now  interest  be  convertible  m  times  a  year,  the  amount  of  1  at  the 

1  +  —J,  since  —  of  interest  becomes  pay- 
able at  that  date.  This,  then,  being  the  sum  invested  during  the  second 
mth  part  of  the  year,  it  follows  by  simple  proportion  that  the  amount  of 

f  1  +  —  J  at  the  end  of  that  mth  part  of  the  year,  in  other  words,  the  amount 

of  1  at  the  end  of  the  second  mth  part  of  the  year  will  be  ( 1  +  — j  x  (1  +  —  J  = 

(i  \2 
1  +  —  j .    Similarly  the  amount  of  1  at  the  end  of  the  third  mth  part  of 

the  year  will  be  ( 1  +  —  )  x  ( 1  +  —  J  =  ( 1  +  —  J  ,and  proceeding,  we  find  that 

(i\m 
1  +  —  1  . 
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When,  therefore,  interest  is  convertible  m  times  a  year,  we  have  the  amount 
of  P  at  the  end  of  n  years. 


S 


i  +  ±)        .         .         .      (ii) 


mn 


mn 


Solving  for  P,  n,  and  i  respectively,  we  have 

(i+IY""      •        •        •     (12) 

1  +  —  J     is  the  amount  of  1  to  the  end  of  n  years  when  interest  is 
convertible  ra  times  a  year,  it  follows  that  1  is  the  present  value  of  (l  +  —J 
due  at  the  end  of  n  years,  and  therefore  by  simple  proportion r- 

(1+s3 

is  the  present  value  of  1  due  at  the  end  of  that  period.    Generally,  therefore, 

8 
the  present  value  of  S  due  at  the  end  of  n  years  is  /-      i  \  mn. 

From  formula  (11)  we  have 

_logff-logP 

mlog(1+i)   '  (13) 

Again,  from  formula  (11)  we  have 

*-(»♦=)-• 

Taking  the  (mm)th  root  of  both  sides,  we  have 

VF"W      -(1  +  m) 
and  hence 


71  = 


i  =  m{(?) 


(14) 


1  +  — )     is  the  amount  of  1  at  the  end  of  the  year  when  interest 

is  convertible  m  times  a  year,  it  follows  that  the  actual  interest  realised  by 
the  investment  of  1  for  a  year,  in  other  words,  the  effective  rate  of  interest, 
will  be 


{('♦r-i} 


(15) 


This  is  denoted  by  the  symbol  #m\   the  m  indicating  the   number  of 
times  that  interest  is  convertible. 

This  equation  gives  the  effective  rate  of  interest  in  terms  of  the  nominal. 
To  find  the  nominal  in  terms  of  the  effective,  we  proceed  thus : — 


H(i+s)H 
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(1  +  **).(l  +  JL)- 


taking  the  mth  root  of  both  sides 


M5-(l+=) 


i  =  m{(l  +  i<'»>)m-l| 


(16) 


The  following  tables  will  illustrate  numerically  the  difference  between 
these  two  functions,  and  a  column  has  been  added  showing  the  results  when 
interest  is  convertible  momently,  the  meaning  of  which  will  be  afterwards 
explained : — 


Nominal  Rate. 

Effective  Rate  when  Interest  convertible. 

Half-Yearly. 

Quarterly. 

Momently. 

•03 

•035 

•04 

•045 

•05 

•06 

•07 

•030225 
•035306 
•040400 
•045506 
•050625 
•060900 
•071225 

•030339 
•035462 
•040604 
•045765 
'050945 
-061364 
•071859 

•030454 
•035620 
•040811 
•046028 
•051271 
•061837 
•072508          i 

Effective  Rate. 

i 

Nominal  Rate  when  Interest  convertible. 

Half-Yearly. 

Quarterly. 

Momently. 

•03 

•035 

•04 

•045 

•05 

•06 

•07 

•029778 
•034699 
•039608 
•044505 
-049390 
•059126 
•068816 

•029668 
•034550 
•039414 
•044260 
•049089 
•058695 
•068234 

•029559 
•034401 
•039221 
•044017 
•048790 
•058269 
•067659 

We  have  seen  that  when  interest  is  convertible  yearly,  the  amount  of 
1  at  the  end  of  the  year  is  (1  +  i).  What  then  is  the  corresponding  equiva- 
lent at  the  end  of  —  of  a  year  ?     In  other  words,  what  is  the  amount  of  1  at 

P 

the  end  of  —  of  a  year  ?    The  question  may  for  convenience  be  put  thus : — 

What  sum  invested  at  the  end  of  -  of  a  year  for  the  remainder  thereof,  will, 

P 
by  the  end  of  the  year,  have  amounted  to  (1  +  i)  ?    The  answer  is  obviously 

(1  +  iy,  since  that  sum  invested  for  (  - — J  of  a  year  will  amount  to 

i  p-i 

(l  +  t)*x(l  +  t)  *  =(l  +  i). 
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-(--1) 
(1  +i)P  expanded  becomes  1  +  zi+*—*-rr — i2  + 

P  c 

which  is  lees  than  (l  +  -  )  the  corresponding  amount  on  the  basis  of  simple 

interest.  And  this  is  manifestly  correct.  The  doctrine  of  compound 
interest  is  that  interest,  whenever  received,  is  thereupon  to  be  considered 
as  of  the  nature  of  capital ;  and  future  interest  payments  are  to  be  com- 
puted upon  the  original  capital  so  increased.     If  therefore  (l  +  - )  he  the 

amount  of  1  at  the  end  of  -  of  a  year,  it  would  follow  by  simple  proportion 

that  the  amount  of  ( 1  +  - )  at  the  end  of  -  of  a  year,  in  other  words,  the 

\      pj  P 

amount  of  1  at  the  end  of  -  of  a  year  would  be  ( 1  +  -J  ,  and  proceeding  we 

would  have  the  amount  of  1  at  the  end  of  the  full  year  equal  to 

H)'^>f*W* 

which  is  clearly  greater  than  (1  +  i),  the  amount  of  1  at  the  end  of  the  year 

under  the  conditions  assumed. 

-  i_ 

The  interest  on  1  for  -  of  a  year  is  therefore  {(1  +  i)p  -  1 }. 

Again,  if  interest  be  convertible  m  times  a  year,  we  have  the  amount 

(i  \m 
1  +  — )   ,  and  the  corresponding 

amount  of  the  unit  at  the  end  of  -  of  a  year  will  be  ( 1  +  — )   . 

p  \      mJ 

The  interest  on  1  for  -  of  a  year  under  the  conditions  assumed  is 

P 


therefore 


{(^H- 


The  present  value  of  1  due  at  the  end  of  -  of  a  year  will  accordingly  be 
j  if  interest  be  convertible  yearly,  and if  interest  be  con- 

(1+i)?  (1+s)* 

vertible  m  times  a  year. 

As  previously  stated, 

Discount     a     Sum  Due    less    Present  Value 
In  symbols  D         =  S  (T^r 

S  Svn  (17) 


When  interest  is  convertible  m  times  a  year, 
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»         -  S  -  ,      *swm      .        (18) 


(^i) 


When  interest  is  convertible  yearly,  the  discount  on  1  due  at  the  end  of  a 
year,  that  is 

d  =  1  -  tz — ^ 

m 

% 


1  +  i 

When  discounting  a  bill  in  commercial  transactions,  it  is  customary  to 
deduct  from  the  sum  due  simple  interest  calculated  upon  the  amount  of 
the  bill  from  the  date  of  payment  until  the  date  when  the  amount  is 
due,  that  is  to  allow  for  each  unit  of  the  bill  1  -  ni,  when  n  denotes  the 
interval  to  elapse  until  maturity  of  the  bill.  If  n  be  large,  the  answer  by 
this  formula  might  be  negative. 

We  have  seen  that  by  simple  interest 

D  =  S-     S 


1  +  ni 

niS 


and  by  compound  interest 


1  +  ni' 

S 


B  =  S- 


(1  +  if 

-  «* + <>n  -  x>  ah' 

both  of  which  formulas  tell  us  that  the  true  discount  to  be  deducted  is 
interest  calculated  not  upon  the  amount  of  the  bill,  but  upon  the  equivalent 
present  value  at  the  date  of  discounting. 

The  rate  of  interest  assumed  in  the  discounting  of  bills  is  usually  greater 
than  the  current  rate  of  interest  realised  on  investment.  The  rate  of  dis- 
count varies  in  this  country  from  3  to  10  per  cent,  depending  chiefly  upon 
the  demand  for  money  and  the  security  offered. 

Illustration  of  Formulas 

(1)  There  are  various  sums,  A,  B,  C,  etc.,  due  respectively  at  the  end  of 
p,  q,  r,  etc.  years,  when  p,  q,  r,  etc.  may  be  either  integral  or  fractional. 
To  find  at  the  end  of  what  period  the  total  debt  (A  +  £  +  C  + .  .  .  etc.)  may 
be  paid,  so  that  justice  will  be  meted  out  to  both  parties;  in  other  words,  to 
find  the  equated  time  of  payment, 

The  present  value  of  A  due  at  the  end  of  p  years  is  r. 


•x.  ~~.  • 


(1 + »> 

Similarly,  the  present  value  of  B  due  at  the  end  of  q  years  is  ^ — r.-,  and 

so  on. 

Hence  the  present  value  of  the  indebtedness  is 

A  B  C 


(1  +  if    (!+*)«     (l+i)r 
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If  the  total  debt  be  paid  at  the  end  of  n  years,  where  n  represents  the 
equated  time  of  payment,  the  present  value  of  the  payment  will  be 

A+B+C+ 


(1  +  i)n 

Both  parties  will  be  on  an  equal  footing,  if  the  present  value  of  the  in- 
debtedness equals  the  present  value  of  this  payment,  that  is  if 

ABC  A+B+C+ 

+ 


(1  +  i)P    (1  + 1>    (1  +  iy (1  +  if 

A 
But  by  the  Binomial  Theorem,  we  have  -.y-  .\-=  -4(1  +  i)-*= .4(1  -p\) 

approximately,  and  - — :r- =  i?(l  + 1)~* =i?(l  -  qi)  approximately,  and  so  on. 
Hence  substituting  throughout,  we  have 

A(l-pi)  +  B{l-qi)  +  C(l-ri)  + 

=  (^  +  5+C  + Xi-™)> 

that  is 

(A  +  B+C  + )-i(pA  +  qB  +  rC  + ) 

=  (A  +  B+C+ )-ni(A  +  B  +  C  + ) 

and  solving  for  n,  the  equated  time  of  payment,  we  have 

_  pA  +  qB  +  rC  + 

n~  (A  +  B+C  + )       •  '        (19) 

This  demonstrates  the  well-known  rule  for  finding  approximately  the 
equated  time  of  payment : — 

Multiply  each  amount  by  the  time  to  elapse  until  it  falls  due,  and 
divide  the  sum  of  these  products  by  the  total  indebtedness. 

It  may  be  shown  that  the  approximate  value  of  n  thus  deduced  is 
slightly  too  great,  in  other  words,  the  result  favours  the  debtor,  in  that  it 
provides  for  payment  after  a  longer  interval  than  the  true. 

(2)  To  find  in  how  many  years  a  sum  of  money  will  double  itself  at  Com- 
pound Interest. 

We  have  seen  that  the  amount  of  1  at  the  end  of  n  years  equals  (1  +  t)n. 
In  the  present  case,  therefore,  we  have 

(l  +  i)*  =  2. 

Taking  the  logarithms  of  both  sides  to  the  base  e,  we  have 

n  lo&(l  +  i)  =  log,2 
log,2    . 


and  n  = 


log/1  +  i) 


t*    i8 


But  by  the  logarithmic  series  log«(l  +  i)  =  i-o+o 

and  log«2  =  '693  approximately. 
Hence  we  have 

•693 


71  = 


^2+3- 
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If  we  ignore  higher  powers  of  i  than  the  first,  and  write  for  loge2  the 
approximate  value  *69,  we  have 

m       '69-     69  (9tt\ 

n=T=mi    ■       ■       •     (20) 

Whence  we  have  the  approximate  rule : — To  find  in  how  many  years  a  sum 
of  money  will  double  itself  at  Compound  Interest,  divide  69  by  the  rate 
of  interest  per  cent. 

Mr.  G.  F.  Hardy  has  given  the  following  deduction : — 

■693  -693 


71  = ~ - =  — —  X 


.     i2    i?  i       1     i     i2 

*~2+3~  "  *  '  2+3~ 

i     i2 


Actually  dividing  lbyl-~+^- we  have 


1-1     *_  1 

2+  3     "  '  ' 

1  +  o  approx. 

i     i*  _ 
2*  3~*  ' 
i    i2 
2~3  +  *  ' 


Hence 


•693/,     i\ 


•693 
n 

•693      QK 

+  35  approx. 


% 
=  jog;  +  '35  approx.  .  .  .        (21) 

Hence  a  more  exact  rule  would  be : — To  find  in  how  many  years  a  sum 
of  money  will  double  itself  at  compound  interest,  divide  69*3  by  the  rate 
of  interest  per  cent  and  add  '35  to  the  result. 

Annuities-certain 

In  the  article  upon  annuities  the  various  contingencies  that  may  be  com- 
.  prised  in  that  heading  were  dealt  with.  The  following  treatise  is  confined 
to  the  deduction  of  formulas  depending  upon  the  amounts  and  the  present 
values  of  annuities-certain. 

In  the  article  referred  to  an  annuity  is  defined  as  an  investment  yield- 
ing a  payment  of  money  at  stated  intervals,  in  the  case  of  the  annuity-certain 
to  be  continued  for  a  definite  period;  if  it  is  to  continue  indefinitely  it  is  called 
a  perpetuity ;  if  deferred  for  a  term  of  years,  and  thereafter  to  continue  for 
a  term  of  years,  it  is  called  a  deferred  annuity ;  it  is  understood  that  such 
an  annuity  will  be  entered  upon  at  the  end  of  the  period  of  deferment,  the 
first  payment  being  made  an  interval  thereafter.  An  annuity  in  which  the 
first  payment  is  due  when  the  contract  is  entered  upon  is  called  an  annuity- 
due.     The  status  is  the  period  during  which  an  annuity  is  payable. 

In  the  investigations  which  follow  it  is  assumed  that  the  payment  is 
1  per  annum,  where  1  is  any  unit  of  valua     The  advantage  of  such  a  method 
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is  that  the  demonstrations  will  apply  to  all  currencies.  It  is  merely  a 
matter  of  proportion  to  ascertain  the  results  when  the  annual  payment 
differs  from  1. 

Simple  Interest 

To  find  the  amount  of  an  annuity-certain  of  1  at  the  end  of  n  years. 
Accumulating  the  several  payments  from  the  date  of  receipt  to  the  end  of 
the  term  n  years,  we  have 

The  amount  of  the  nth  payment  received  to-day  =  1 ; 

The  amount  of  the  (n  -  l)th  payment  received  1  year  ago  =  1  +  i ; 
The  amount  of  the  (n  -  2)th  payment  received  2  years  ago  =  1  +  2i ; 

etc.  etc. 

The  amount  of  the  first  payment  received  (n  -  1)  years  ago  =  1  +  (n  -  l)i. 

Adding  together  the  amounts  of  the  several  payments,  we  have  the 
amount  of  the  annuity 

«l  +  (l+i)  +  (l  +  2t)  +  .-  •  +  {l  +  (n-l>}. 

The  series  is  here  seen  to  be  in  arithmetical  progression,  with  common 
difference  i.  A  formula  for  the  sum  of  n  terms  of  an  arithmetical  pro- 
gression is 

£(/+*)> 

n  denoting  the  number  of  terms,/  the  first  term,  and  I  the  last  The  sum 
of  the  present  series  will  therefore  be  equal  to 

^,  =  |{2  +  (n-l>}   .  .  .       (22) 

S  here  denoting  sum  or  amount,  n  the  term,  and  1  indicating  that  the  nature 
of  the  status  is  an  annuity-certain. 

To  find  the  present  value  of  an  annuity-certain  of  1  for  n  years. 
The  present  value  of  the  first  payment  to  be  made  at  the  end        1 

of  the  first  year  ~  i"+T~ 

The  present  value  of  the  second  payment  to  be  made  at  the  _     1 
end  of  the  second  year  ~  i  +.2t 

The  present  value  of  the  third  payment  to  be  made  at  the  end  _     1 
of  the  third  year  ~  f+lS 

etc.  etc. 

The  present  value  of  the  nth  payment  to  be  made  at  the  end  _     1 
of  the  nth  year  =  i  +  ni' 

The  present  value  of  the  annuity-certain  will  be  the  sum  of  these  present 
values,  and  we  have 

1  x  1  1  /0QN 

a*i-rTi+iT2i+rT3i+-  •  •  +nm      •    w 

a  here  denotes  the  value  of  the  annuity,  the  other  symbols  as  before 

It  is  not  possible  to  obtain  an  accurate  summation  of  a  series  of  this 
nature,  and  recourse  must  be  had  to  some  approximate  method,  such  as  the 
following : — 

An  annuity-certain  (1  to  be  paid  at  the  end  of  each  year  for  n  years)  is 

equal  to  a  perpetuity  (1  to  be  paid  at  the  end  of  each  year  for  ever),  less 

the  value  of  a  perpetuity  of  1  deferred  n  years.    Now  1  invested  at  simple 

interest  will  provide  a  perpetuity  of  i,  since  i  is  the  interest  on  1  for  a  year. 

vol.  in  24 


370  INTEREST  AND  ANNUITIES-CERTAIN 

By  simple  proportion  an  investment  of  -  will  provide  an  annual  payment 

1  ^ 

of  1 ;  in  other  words,  -r  is  the  present  value  of  a  perpetuity  of  1.    Again,  we 

% 

have  seen  that  the  present  value  of  a  payment  of  1  due  at  the  end  of  n 
years  =  ^ :,  and  the  present  value  of  a  perpetuity  of  1  heing  -7,  the  pre- 
sent value  of  a  perpetuity  of  1  to  be  entered  upon  at  the  end  of  n  years  is 

-  x  = ..    We  therefore  have 

%     1  +  m  ll1 


az\  =  -r  -  -  X 


1     %     %     1  +  ni 

which  is,  as  enunciated  above,  the  difference  between  the  present  value  of  a 
perpetuity  to  be  entered  upon  at  once  and  the  present  value  of  another 
perpetuity  to  be  entered  upon  at  the  end  of  n  years. 

The  reasoning  by  which  this  formula  is  deduced  is  apparently  correct, 
and  if  compound  interest  were  assumed  the  result  would  correspond  with  the 
true  value.  But  the  fact  that  simple  interest  assumes  all  interest  to  be  un- 
remunerative,  causes  the  result  in  this  as  in  other  formulas  to  fail. 

Compound  Interest 

To  find  the  amount  of  an  annuity-certain  of  1  at  the  end  of  n  years. 
Accumulating  the  several  payments  from  the  date  of  receipt  to  the  end  of 
the  term  n  years,  we  have 

The  amount  of  the  nth  payment  received  to-day  =  1 ; 

The  amount  of  the  (n  -  l)th  payment  received  1  year  ago  =  (1  +  i) ; 
The  amount  of  the  (n  -  2)th  payment  received  2  years  ago  =  (1  +  if ; 

etc.  etc. 

The  amount  of  the  first  payment  received  (n  -  1)  years  ago  =  (1  + 1)*"1. 

Adding  together  the  amounts  of  the  several  payments,  we  have  the 
amount  of  the  annuity 

^  =  l  +  (l+t)  +  (l  +  i)2+  .  .  .  +(l+i)»"1. 

The  series  is  here  seen  to  be  in  geometrical  progression  with  common 

Tn  —  1 
ratio  (1  +  i).    The  sum  of  n  terms  of  a  geometrical  progression  is  / r , 

/  denoting  the  first  term,  and  r  the  common  ratio. 

The  amount  of  the  present  series  will  therefore  be  equal  to 

_1(l  +  *)w-l 
*        (1  +  i)  -1 

.tt±£=J        ..  .  .      (24) 

To  find  a  general  formula  for  the  amount  of  an  annuity  of  1  payable  p 
times  a  year  when  interest  is  convertible  m  times  a  year.    The  annuity  will 

here  consist  of  pn  payments  of  -  each,  the  first  payment  being  made  at  the 

end  of  -  of  a  year,  future  payments  being  made  at  the  end  of  each  sue- 

cessive  -  of  a  year  thereafter,  the  last  payment  being  made  at  the  end  of 
the  nth  year. 
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We  have  seen  that  when  interest  is  convertible  m  times  a  year,  the 

/       i\m 
amount  of  1  at  the  end  of  the  year  is  ( 1  +  —  J    ;  and  further,  that  under 

the  same  conditions  as  to  interest,  the  amount  of  1  at  the  end  of  -  pf  a  year 

P 

is  ( 1  +  —  ]p.    Accumulating  the  several  payments  from  the  date  of  receipt 

to  the  end  of  the  term,  we  have 

The  amount  of  the  (pn)th  payment  received  to-day  =  - 

i  1  /        *  \  t? 

Theamountof  the(pn-  l)th  payment  received -of  a  year  ago  =  -(  1  +  — )p 

Theamountof  the  (pn-  2)th  payment  received-  of  a  year  ago  =  -(  1  +  —  )p 

etc.  etc. 

The  amount  of  the  1st  payment  received  In  —  j  years  ago=  -( 1  +  —  )     p    • 

Adding  together  the  amounts  of  the  several  payments,  we  have  the  amount 
of  the  annuity 


sFA{i  +  (i+±X>+(i  +  ±)t+  . . .  +  i  +  ±\-> 


(p)  denoting  that  the  annuity  is  payable  p  times  a  year. 

The  series  is  here  seen  to  be  in  geometrical  progression  with  common 

ratio  ( 1  +  —  )* ;  and  using  the  formula  previously  given  for  the  sum  of  a 
series  of  this  nature,  we  have 


mn 

l 

.      (25) 


When  m=p,M  other  words  when  interest  is  convertible  at  the  periods  of 
payment  of  the  annuity,  the  formula  becomes 

P         % 
P 

1  i 

=  -Sm\ ,  calculated  at  rate  of  interest  -    (26) 
V  P 
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This  last  formula  shows  that,  under  certain  conditions,  the  amounts  of 
annuities  payable  more  frequently  than  once  a  year  may  be  derived  from 
tables  of  yearly  annuities. 

For  example,  the  amount  of  an  annuity  of  10  payable  half-yearly  for 
20  years,  interest  4  per  cent  convertible  half-yearly,  is  equal  to  the  amount 
of  an  annuity  of  5  payable  yearly  for  40  years,  interest  2  per  cent,  con- 
vertible yearly. 

To  find  the  present  value  of  an  annuity-certain  of  1  for  n  years. 

The  present  value  of  the  1st  payment  to  be  made  at  the  __    1    _    . 
end  of  the  first  year  1  +  i       ' 

The  present  value  of  the  2nd  payment  to  be  made  at  the  _     I       _  ^ . 
end  of  the  second  year  (1  + 1)2         ' 

The  present  value  of  the  3rd  payment  to  be  made  at  the  _     I       _  ^ . 
end  of  the  3rd  year  (1  +  i)3         ' 

etc.  etc. 

The  present  value  of  the  nth  payment  to  be  made  at  the  _     I       =  vn 

end  of  the  nth  year  (1  +  i)n 

The  present  value  of  the  annuity -certain  will  be  the  sum  of  these 
present  values,  and  we  have 

The  series  is  here  seen  to  be  in  geometrical  progression  with  common 

1  -  rn 
ratio  v,  and  using  the  formula  S=f  1  _    ,  we  have 

l-vn 
l-v» 


.izfl*ai-     .     .     .  m 

since  v  =  - — .  =  (1  +  i)~l. 

1  +  i    v        ' 

To  find  a  general  formula  for  the  value  of  an  annuity  of  1  payable  p  times 
a  year,  when  interest  is  convertible  m  times  a  year. 

The  annuity  will  consist  of  pn  payments  of  -  to  be  made  at  the  end  of 

each  successive  ^?th  part  of  a  year. 

When  interest  is  convertible  m  times  a  year,  the  present  value  of  1 

due  at  the  end  of  the  year  is  —     .—  and  of  1  due  at  the  end  of  the  pth 
part  of  a  year 


We  therefore  have 
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of  the  first  pth  part  of  a  year  p  ^      i\— 


The  present  value  of  the  1st  payment  to  be  made  at  the  end  \ \ 

Vs) 

The  present  value  of  the  2nd  payment  to  be  made  at  the  *         * 
The  present  vjalue  of  the  3rd  payment  to  be  made  at  the  1  __  _J_ 


end  of  the  second  ^?th  part  of  a  year 


end  of  the  third  ^?th  part  of  a  year  p  /       %  \  ~ 

etc.  etc. 

The  present  value  of  the  (pn)th  payment  to  be  made  at  1 * 

the  end  of  the  nth  year  p  /-      *\"\ 

The  present  value  of  the  annuity  will  be  the  sum  of  these  present 
values,  and  we  have 

The  series  is  here  seen  to  be  in  geometrical  progression  with  common 

ratio  \\  +  — j  p,  and  using  the  last  formula  given  for  the  sum  of  a  geo- 
metrical progression,  we  have 

.i-(»*=) 


-ma 

.  1-(1  +  -1 
_<p) 


a— r  =  — 


"' r  (-i);- ' 


(28) 


When  m=p,  in  other  words,  when  interest  is  convertible  at  the  periods 
of  payment  of  the  annuity,  the  formula  becomes 


«<» 


i'-H) 


-pn 


n\      p  % 

P 
1  * 

=  -ora,  calculated  at  rate  of  interest  -  .      (29) 

i.e.  under  the  conditions  named  (m=p),  a^  is  equal  to  an  annuity  of 
-  for  pn  years  payable  yearly,  calculated  at  rate  of  interest  — 

We  have  seen  that  the  value  of  an  annuity  of  1  payable  yearly,  with 

1  -(1  +  i)-» 
interest  convertible  yearly  = — ; — - — ,and  that  the  corresponding  formula, 

when  the  annuity  is  payable  p  times  a  year,  with  interest  convertible  m 

1       V      mJ 


-mn 


times  a  year  =  - 


\      m/ 


1 
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If  now  the  effective  rate  of  interest  be  the  same  in  the  two  cases,  in  other 
words,  if  the  (1  +  i)  in  the  yearly  formula  is  equal  to  the  ( 1  +  —  J     in  the 

second  formula,  where  interest  is  convertible  m  times  a  year,  the  latter  becomes 

1 1  -  (1  +  i)-n 

- — — —  >  which  is  obviously  equal  to  the  annuity  payable  yearly, 

P  (l+i)*-l 

« 

interest  convertible  yearly,  multiplied  by 1 -• 

Hence  the  following  rule : — When  the  effective  rate  of  interest  is  the  same 
in  both  cases,  to  find  the  amount  or  value  of  an  annuity  payable  p  times  a 

year  from  the  yearly  value,  multiply  the  latter  by 


2>{(l  +  t)*-l} 


The  same  result  could  be  obtained  by  proceeding  from  first  principles  as 
follows :  — 


2 

+  Vp +  VI + 


•      •       • 


«•}. 


1  41-v 

*     1-** 

P  (l  +  t)'-l 
_l-(lfi)-" 


p[(l  +  i)?  "  l} 

=  «5i  *  —. 1 r         •  •  •       (30) 

We  have  thus  found  three  formulas  for  the  values  (and  similarly  for  the 
amounts)  of  annuities  payable  p  times  a  year :  — 
First,  when  interest  is  convertible  m  times  a  year 


(p) 
a-,  =- 


^♦s) 


-mn 


w|       V    /         i\- 


Second,  when  interest  is  convertible  at  the  periods  of  payment  of  the 
annuity, 

a-,  =  -a^|,  calculated  at  rate  of  interest  -. 

ni     p  r  ■  p 


Third,  when  the  effective  rate  of  interest  is  i  per  annum. 


(p) 


a-,  =  a^j  x 


j>{(i+*)*-i} 
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Annuities-due 

As  previously  stated,  an  annuity  in  which  the  first  payment  is  due 
when  the  contract  is  entered  upon  is  called  an  annuity-due. 

To  find  the  present  value  of  an  annuity-due  of  1  for  n  years. 
The  present  value  of  the  first  payment  to  be  made  _  -  m 
when  annuity  entered  upon,  i.e.  at  once  "    ' 

The  present  value  of  the  second  payment  to  be  made  __    1    _ 
at  the  end  of  the  first  year  ~  l  +% "  v ' 

The  present  value  of  the  third  payment  to  be  made  _     1 _     m 

at  the  end  of  the  second  year  "  (l  +  %y  "     ' 

etc.  etc. 

The  present  value  of  the  nth  payment  to  be  made  _        1        _       2 

at  the  end  of  the  (n  -  l)th  year.  "  (1  +  i)*-1 ""        " 

We  therefore  have  the  present  value  of  the  annuity-due  of  1  for  n  years 

a^j=  l  +  t?  +  v2+   .  ,  .   +V*1"1 

-(l  +  fliTii)        ....      (31) 

where  a  denotes  the  annuity-due  in  contradistinction  to  a  for  the  ordinary 
annuity. 
The  series 

1  +  0 +  tf2+    ...  +  vn~l 

is  also 

=  (1  +  i)(y  +  v2  + 1?  +   .  .  •  +  vn) 

«(l+*>i|       .  •  •  •      (32) 

Again,  to  find  the  present  value  of  an  annuity-due  of  1  payable  p  times 
a  year,  when  interest  is  convertible  m  times  a  year. 

The  present  value  of  the  first  payment  to  be  made  =  1 

at  once  p 

The  present  value  of  the  second  payment  to  be  made  _  1        1 

at  the  end  of  the  first  ^?th  part  of  a  year  ~  p  /       %  \  5 

The  present  value  of  the  third  payment  to  be  made      1        1 
at  the  end  of  the  second  p th  part  of  a  year  "  p  7       %\** 

etc.  etc. 

The  present  value  of  the  (pri)th  payment  to  be  made      1  1 

at  the  end  of  (n  -  ±)  years.  *  P  (x  +  iV^f-1* 

^      P/  \      mj 

The  present  value  of  the  annuity-due  will  be  the  sum  of  the  present 
values  of  the  several  payments,  and  we  have 


it- 
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To  find  the  value  of  an  annuity-certain  forw+  -years. 

Substituting  n  +  -  for  n  in  formula  (27),  we  have  the  value  of  the  annuity 
required  equal  to 

i-q+o         =   i  -  a + o- ,  p«+g(i + »y  - 1 

i  i  i 

Now,  we  have  seen  that  the  interest  on  1  for  -  of  a  year  is  <  (1  +  i)p  -  1  \. 

In  other  words  {(l  +  iyp  -  l}  is  the  proportion  for  -  of  a  year  of  an  annual 
payment  of  i.     Hence  by  simple  proportion 

(1 +  *)»-! 

is  the  proportion  for  -  of  a  year  of  an  annual  payment  of  1.      We  therefore 

P  1 

see  that  the  value  of  an  annuity-certain  for  n  +  -  years  consists  of  n  pay- 

P  1 

ments  of  1  due  at  the  end  of  each  year,  and  a  final  proportion  for  -  of  a  year 

1  P   1 

due  at  the  end  of  n  +  -  yeara     In  practice  it  is  customary  to  pay  -  at  the 

end  of  the  period,  which  will  be  seen  to  be  correct  on  the  assumption  of 
simple  interest  for  the  fractional  part  of  a  year. 

Perpetuities 

We  have  seen,  in  the  case  of  simple  interest,  that  the  value  of  a  yearly 
perpetuity  of  1, 

aoc  =  - .  .  .  .       (34) 

The  symbol « (read  in  algebra  as  "  infinity  ")  denotes  that  the  status  is  an 
indefinite  period.  Similar  reasoning  will  apply  when  compound  interest  is 
assumed. 

To  find  the  value  of  the  perpetuity-due  of  1,  we  have  merely  to  add 
the  first  payment  due  at  the  date  of  granting  to  the  ordinary  perpetuity, 
that  is  . 

a<ac  —  doc  +  1 

% 

=   —r-         ....  (35) 

In  order  to  find  the  values  of  perpetuities  payable  p  times  a  year  under 
the  different  conditions  as  to  interest,  we  have  merely  to  make  the  term 
infinite  in  formulas  (28),  (29),  and  (30).  The  term  involving  n  will  then 
become  infinitely  small,  since  a  fraction  raised  to  any  power  diminishes 
with  the  increase  in  the  power,  and  will  become  infinitely  small  when  the 

power  is  indefinitely  increased.    Thus  ( ^J      is  an  infinitely  small  quantity. 

We  have  therefore  the  following  formulas  : — 
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First,  when  the  perpetuity  is  payable  p  times  a  year,  and  interest  is 
convertible  m  times  a  year, 

(P)  1  1  /Q/JN 

a~  =  ^- T1S •        ■  •      \6*) 


\      mJ 


1 


Second,  when  interest  is  convertible  at  the  periods  of  payment  of  the 
annuity, 

aoc  =  -  aoc,  calculated  at  rate  of  interest  -  .      (37) 

p  p  K    ' 

Third,  when  the  effective  rate  of  interest  is  i  per  annum, 


(p)                      * 

Uoc  —  <*oc  x        /                    1              \ 

i 

J(l  +  »/-! 

- 

(38) 


The  value  of  a  perpetuity  payable  yearly,  interest  convertible  yearly,  is 
equal  to  -,  and  the  value  of  a  perpetuity  payable  p  times  a  year,  with 

interest  convertible  p  times  a  year,  is  shown  to  be  equal  to  -  aoc, 

till 

calculated  at  rate  of  interest  -  =  -  x  -;  =  -. 

p    p     %     % 

P 
Provided  then  the  nominal  rate  of  interest  be  the  same  in  the  two  cases, 
these  two  benefits  are  identical,  and  this  is  evidently  correct  on   the 

assumptions  laid  down  as  to  interest,  since  -  invested  will  yield  either 

t 

1     t     1  1 

-r  x  -  =  -  at  the  end  of  each  pth  part  of  a  year,  or  -  x  i  =  l  at  the  end  of 

%     p    p  Jr      *  "  % 

each  year. 

Formula  (38)  could  be  deduced  from  first  principles  as  follows : — 

(p)     1  f              I                  -                   8  \ 

««  =  -](!  +  *)  ~p  +  (l  +  t)     p  +  (l  +  t)  "p+ L 

/ 
But  the  sum  of  a  decreasing  geometrical  progression  to  infinity  =  -^ — , 

/  denoting  the  first  term,  and  r  the  common  ratio. 

i 
Therefore,  (l  +  tVp 

Xp)  _  1    \        / 


or "  =  - 


l-(l+iVp 


^{(l-)'-l}. 
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and  this  is  obviously  correct,  since  -. j invested  at  effective  rate 

'W-i} 

ofinteresti,  will  produce  — j r-     f  1  =-  in  perpetuity 


i>j(i  +  i)p-ilx/(i  +  i)p-il   P 


at  the  end  of  each  —  of  a  year. 

Deferred  Annuities 

As  previously  stated,  an  annuity  of  1,  payable  yearly  for  n  years  but 
deferred  t  years,  is  said  to  be  entered  upon  at  the  end  of  the  tth  year,  but 
the  first  payment  of  the  annuity  is  not  to  be  made  until  the  end  of  the 
(t  +  l)th  year. 

The  present  value  of  the  series  of  payments  will  therefore  be  equal  to 

=  v*(v  +  i;2  +  «8+  ...    +vn) 

=  «*«*»!  .  .  .  .       (40) 

This  is  denoted  by  the  symbol  t\a^\>  t  coming  before  .the  bar,  denoting  that 
the  period  is  deferred. 

Adding  and  subtracting 

formula  (39)  becomes 

(?;  +  v2  +  v3  +  .  .  .  +  v*  +  vt+1  +  .  .  .  +  v*+w) - (y  +  v2  +  v8  +  .  .  .  +  if) 

=  <sz+i\-<H\  •  •  •       (41) 

This  formula  is  confirmed  by  general  reasoning,  in  that  an  annuity  for  n 
years  deferred  t  years  is  equal  to  an  annuity  for  the  full  period  t+^j,  less  an 
annuity  for  the  deferred  period  ij. 

If  the  first  payment  of  the  annuity  is  to  be  made  at  the  end  of  the 
£th  year,  the  series  becomes 

t[a^j  =  &  +  tf+1  +  Vt+2  + +  tft+n-l^ 

=  ^(1  +  OiTif), 

This  is  called  a  deferred  annuity-due. 


Given  the  present  value  or  the  amount  of  an  annuity,  and  i  the  rate 
of  interest,  to  find  n  the  term  of  the  annuity, 

We  have  cm  « —  .  — — 

.'.  iajTi  =  l-(l+i)-n, 
.  • .  (1  +  i)"n  =.  vn  =  (1  -  i  a^]). 

Taking  the  logarithms  of  both  sides,  we  have 

7ilogt?=log(l-ia*i), 


INTEREST  AND  ANNUITIES-CERTAIN  379 


Similarly 


(l+i)n-l 
^1  =  — 


% 


.'.     l+t#»l  =  (l+l)n, 

.  • .   log  (1  +  %  s*\)  =  n  log  (1  +  i), 

_  log  (1  +  i  Sn\) 
''•   * log(l  +  i)  •  •  •      W 

Given  the  present  value,  or  the  amount  of  an  annuity-certain,  and  n 
the  term,  to  find  i  the  rate  of  interest. 


We  have  _     1  -  (1  +  i)~n 


This  problem  is  more  easily  solved  with  the  aid  of  interest  tables.  Let 
us  find  opposite  n  the  value  of  the  annuity-certain  nearest  to  a^.  Let  the 
value  of  the  annuity  thus  found  be  denoted  by  a'^,  and  let  the  rate  of 
interest  at  which  it  is  calculated  be /.     Further,  let  i=j  +  k. 


We  then  have  _    1  -  (1  +  i)~n 

CLm\   =  -. 

.-.  c/+*)^i=i-{(i+;)+*}-n 

=1"(TTy)41+(inrr)j 

Expanding  -J  1  +  -^ —  ^  J-      by  the  Binomial  Theorem,  we  have  (neglecting 
higher  powers  of  k  than  the  first), 

0'+*)^-i-(147)m{i-»Ki47} 

=  1  -  v'n  +  nkv'n+\ 

where  ,       1 

v  = 


since 


Hence 


and 


.  • .   U  +  *)  an|  =/ *'fl  +  nfa?,n+1, 


*■  y^-si    .    .  (44) 


a^j  -  m>'n+1 


The  problem  here  discussed  is  frequently  given  in  the  form: — 
An  annuity-certain  for  n  years  is  bought  at  x  years'  purchase,  required  i, 
the  rate  of  interest  realised  on  the  investment.  This  simply  means  that 
az\  =  x,  and  we  proceed  to  find  i  by  the  method  described. 
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If  n,  the  term  of  the  annuity,  be  long,  a  simple  method  for  approximating 
to  i  is  as  follows : — 

The  longer  the  term  the  more  nearly  will  the  value  of  the  annuity- 
certain  approximate  to  the  value  of  a  perpetuity,  becoming  equal  to  the 
latter  when  n  is  infinitely  great.  Hence,  if  n  be  considerable,  we  may 
assume  that 


dn\  =  -r  approximately, 
* 

and  therefore 

i  =  —  approximately. 

But 

1  -  (1  4  i)-. 

and  therefore 

* = ^{1  -  (1 + %)-% 


'n 


=  —J  1  -  ( 1  +  — )      v  approximately. 


Since  a^\  and  n  are  both  known,  this  value  for  i  may  be  simply  deduced. 
As  an  example  let  us  take  the  following : — Given  afooj  =  25*995,  find  t. 
Here  we  would  have 

t=s267995l1 "  V  +  STiMHi)       J 

1     ]        /25-995x100[ 
"25-995\       \26-995j    J 

=  -0376. 
The  true  value  of  i  is  -0375. 


Again,  given  &n\  and  n  to  find  i. 
Proceeding  as  before,  we  would  have 


Hence 


_  (1  +  i)n  -  1 

•  •■C;  +  *)«i- {(!+;") +  *}"-i 

=  {(1 +./■)» +  **(1 +;)»-»} 


-n-i 


(45) 


and 


Apportionment  of  Payments  of  Annuities-certain 

One  important  application  of  the  theory  of  annuities-certain  is  to  the 
calculation  of  the  advance  to  be  made  in  consideration  of  an  annuity  for  a 
term  of  years.      Municipal  corporations  frequently  adopt   this  plan  as 
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a  suitable  means  of  borrowing  on  the  security  of  the  rates,  and  limited 
owners  of  settled  or  entailed  land  wishing  to  improve  their  estates  are 
empowered  by  Act  of  Parliament  to  raise  money  on  the  same  principles. 

The  purposes  for  which  money  may  be  raised  in  this  manner  for  improve- 
ment purposes  are  defined  in  the  Act,  and  include  the  drainage  of  land, 
embanking,  enclosing,  fencing,  making  farm  roads,  railways,  and  canals; 
building  and  improving  labourers'  cottages,  farmhouses,  and  other  buildings, 
etc.  The  granting,  however,  of  such  advances  is  conditional  on  the  Board 
of  Agriculture  being  satisfied  that  the  improvements  for  which  the  loan  is 
required  will  result  in  a  permanent  increase  in  the  yearly  value  of  the 
property  exceeding  the  rent -charge.  The  advance  is  usually  repayable 
by  an  annuity-certain  extending  over  twenty-five  years,  the  rate  of  interest 
being  fixed  with  reference  to  the  market  value  of  money  at  the  time  the 
charge  is  created. 

Annuities  are  different  from  all  other  investments  in  that  the  capital 
invested  in  their  purchase  is  not  returnable  to  the  investor  when  the 
annuity  payments  cease ;  each  payment  of  the  annuity,  however,  consists  of 
two  parts,  an  instalment  of  capital  repaid,  and  interest  on  the  capital 
outstanding.  It  is  accordingly  not  unusual,  when  such  a  charge  is  created, 
to  prepare  a  schedule,  which  is  incorporated  in  the  deed  of  security,  showing 
the  respective  amounts  of  capital  and  interest  which  are  contained  in  each 
successive  payment  of  the  annuity. 

Such  a  schedule  would  contain  the  following  particulars : — 


(1) 

Na  of 
Payment. 

(2) 

Interest  contained 
in  Payment. 

(8) 

Principal  contained 
in  Payment. 

(4) 

Principal  repaid 
to  Date. 

(5) 

Principal  still 
Outstanding. 

The  method  of  completing  the  above  is  as  follows : — We  shall  assume 
the  original  debt  to  be  the  value  of  an  annuity  of  1  for  n  years.  The  debt 
at  the  beginning  of  the  period  is  therefore  equal  to 

l-vn 


which  by  the  end  of  the  first  year  will  have  increased  by  the  operation  of 

interest  to 

1  -vn 
(1  +  i)^-  • 

Deducting  the  payment  of  1  due  at  the  end  of  the  year,  we  have  the 
principal  outstanding  at  the  close  of  the  year  equal  to 

(1  +  l) : 1  =   : 

i  ~' 

which  by  analogy  with  formula  (27)  =  «;TT|. 

Continuing,  we  would  have  the  capital  outstanding  at  the  end  of  the 
second  year 
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1  _«»-i 

(1  +  I)-—-—  "  1 


1  +  i  -  vn-2  _ 


1  -  vn-* 


and  generally,  we  find  that  the  principal  still  outstanding  at  the  end  of  any 

year,  the  rath,  would  be  the  value  of  an  annuity  for  the  remainder  of  the 

period  (n  -  m)  years,  =  a^z^. 

1  -  vn 
Again,  the  original  indebtedness  was  — ; —  One  year's  interest  thereon 


would  be 


l-vn 


x  i,  or  (1  -  vn),  which  is  the  amount  of  interest  contained  in 

V 

the  first  payment  of  the  annuity.  The  amount  of  the  payment  being  unity, 
the  principal  included  in  the  same  payment  must  be  1  -  (1  -  vn)  =  vn. 
Proceeding,  we  would  have  the  interest  contained  in  the  second  payment  of 
the  annuity  equal  to  one  year's  interest  on  the  capital  outstanding  at  the 

end  of  the  first  year,  = : —  x  i  =  (1  - vn~l).     The  principal  contained  in 

the  second  payment  must  therefore  be  1  -  (1  -  v**"1)  =  vn~\  And  generally, 
we  have  the  interest  contained  in  the  rath  payment  of  the  annuity  equal  to 
one  year's  interest  on  the  capital  outstanding  at  the  end  of  the  (ra  -  l)th  year, 

\  _  vn-m+l 

= : x  i  =  (1  -  vn~m+1).      The    principal   contained    in    the  .same 

payment  must  therefore  be  1- (1 -t?n-w,+1)  =  ^n"w+1.  We  therefore  have 
the  means  of  completing  columns  (2)  and  (3).     Thus : — 


No.  of 
Payment. 


1 
2 

3 
4 


m 


n 


Interest  contained 
in  Payment. 


(1  -  *-*) 
(1  -  V-2) 
(1 -*»-*) 


(I-*"-"*1) 


(!-•> 


Principal  contained 
in  Payment. 


if* 
tf*-* 


l^-m+l 


The  principal  repaid  at  the  end  of  any  number  of  years  is  the  sum  to 
date  of  the  "  Principal  contained  in  Payment "  column,  the  principal  still 
outstanding  being  obviously  the  difference  between  the  original  indebted- 
ness and  the  principal  repaid  to  date. 

At  the  end  of  the  n  years  the  sum  of  the  principal  repayment  column 
will  be 


. .  • 


+  v 


that  is  to  say,  the  total  capital  repaid  is  equal,  as  it  should  be,  to  the 
original  indebtedness. 

The  capital  repaid  at  the  end  of  the  first  year  being  vn,  its  present 
value  at  the  beginning  of  the  period  will  be  v  x  tf»  =  tP+\  Similarly,  the 
capital  repaid  at  the  end  of  the  second  year  being  v*1"1,  its  present  value  at 
the  beginning  of  the  period  is  v8  x  vti~1  =  t?n+1,  and  so  on.     Generally,  the 
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capital  repaid  at  the  end  of  the  mth  year  being  vn'm+l,  its  present  value  at 
the  beginning  of  the  period  is  vm  x  v»-»+i  =  v»+\  We  therefore  see  that  the 
present  value  of  each  of  the  capital  payments  contained  in  an  annuity-certain 
is  vn+1,  and  therefore  the  sum  of  their  present  values  is  nvn+1. 

Let  us  now  consider  a  loan  of  K  repayable  by  n  equal  annual 
instalments,  including  principal  and  interest. 

We  have  seen  that  the  present  value  of  an  annuity  of  1  for  n  years 
is  a^.  In  other  words,  the  equal  annual  payment  required  to  redeem  a 
debt  of  a^j  within  n  years  is  unity.  By  simple  proportion,  therefore,  the 
equal  annual  payment  required  to  redeem  a  debt  of  K  within  n  years 

.     K 

is  — 

Again,  we  found  that  when  the  payment  in  respect  of  the  annuity  was 
unity,  the  interest  contained  in  the  mth  payment  of  an  annuity-certain  for 

n  years  was  (1  -  t?w-wt+1).    When  the  payment  under  the  annuity  is  —  the 

K 

corresponding  formula  will  be  —(1  -  vn~m+l). 

Similarly,  the  principal  contained  in  the  mth  payment  of  the  annuity 

K 

is  —  x  vn  _m+1. 

The  principal  still  outstanding  is,  as  we  have  seen,  the  value  of  an 

annuity  for  the  remainder  of  the  period,  and  in  the  example  we  are 

K 
considering  will  at  the  end  of  m  years  be  equal  to  —  x  a^—^. 

The  principal  repaid  to  date  will  be  the  difference  between  the  original 
indebtedness  and  the  principal  still  outstanding,  and  at  the  end  of  m  years 

will  be  equal  to  JT-  —  x  a^z^. 

an\ 

Taking  as  an  example  a  loan  of  £1000,  repayable  by  ten  equal  annual 

instalments,  including  principal  and  interest,  interest  4  per  cent 

The  equal  annual  payment  required  to  redeem  a  debt  of  £1000  within 

.  .    1000      1000      i000ft1 

ten  years  is =  6<l1An  =  123*291. 

J  aio|      81109 

The  figures  would  work  out  as  follows ; — 


(1) 

(2) 

(3) 

(*) 

(5) 

No.  of 

Interest  contained 

Principal  contained 
In  Payment. 

Principal  repaid 
to  Date. 

Principal  still 

Payment 

In  Payment. 

Outstanding. 

1 

40'000 

83*291 

83*291 

916*709 

2 

86*668 

86*623 

169*914 

830-086 

8 

83-208 

90*088 

260*002 

739-998 

4 

29*600 

98-691 

353*693 

646-807 

5 

25-852 

97'439 

451*132 

548-868 

6 

21-956 

101*335 

552*467 

447*538 

7 

17-901 

105-390 

657-867 

342142 

8 

13-686 

109*605 

767*462 

232-538 

9 

9*302 

113-989 

881*451 

118-549 

10 

4-742 

118-549 

1000-000 

The  method  of  forming  such  a  schedule  is  as  follows : — 
One  year's  interest  at  4  per  cent  on  the  original  indebtedness  is  £40, 
which  is  the  interest  contained  in  the  first  payment  of  the  annuity 
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Deducting  this  from  the  annuity  payment  £123*291,  we  have  the  capital 
contained  in  the  first  payment  equal  to  £83291,  which  is  also  the  first 
value  in  the  "  Principal  repaid  to  Date  "  column.  The  principal  still  out- 
standing at  the  end  of  the  first  year  will  be  the  difference  between  £1000 
and  the  principal  repaid  to  date,  and  at  the  end  of  the  first  year  will  be 
£916*709.  Proceeding,  we  have  one  year's  interest  on  £916709,  the 
principal  still  outstanding  at  the  end  of  the  first  year,  equal  to  £36*668, 
which  is  the  interest  contained  in  the  second  payment  of  the  annuity. 
Deducting  this  from  the  annuity  payment,  we  have  the  capital  contained 
in  the  second  payment  equal  to  £86*623.  Adding  this  to  the  principal 
repaid  at  the  end  of  the  first  year,  we  have  the  principal  repaid  to  date 
equal  to  £169*914,  and  the  difference  between  this  and  £1000  will  give 
the  principal  still  outstanding  at  the  end  of  the  second  year,  and  so  on. 
The  sum  of  the  principal  repayment  column  is  equal,  as  it  should  be,  to 
£1000. 

If  the  schedule  be  formed  in  the  manner  described,  it  is  desirable  to 
apply  an  independent  check  periodically  to  one  of  the  columns.  The  fact 
of  one  of  the  columns  being  correct  proves  the  accuracy  of  the  whole 
schedule.     If  the  check  be  applied  to  the  "  Interest  contained  "  column,  it 

K 

will  be  remembered  that  the  general  term  is  —  x(l-vn~m+1),  in  the 

~      *  i        1000    ,-       n  mN 

present  example  =    -3-  x  (1  - 1?11-™). 

#iol 
If  the  annuity  is   to  be  paid  half-yearly  for  n  years,  it  is  usual  to 
assume  that  the  interest  is  convertible  at  the  periods  of  payment  of  the 
annuity,  and  to  treat  the  transaction  as  an  annuity  for  2n  years  at  rate  of 

interest  -^.     The  working  would  be  as  follows,  in  the  case  of  an  original 

indebtedness  of  K: — 

The  equal  half-yearly  payment  required  to  redeem  the  debt  of  K 

K 

within  n  years  is  — —. 

The  interest  contained  in  the  rath  half-yearly  payment  would  be 

—  x  (1  -  *t*-m+l\ 

<^\     K  J 

K 

The  principal  contained  in  the  same  payment  would  be  —^  x  t>*»-»+i. 

#2»| 

The  principal  still  outstanding  at   the  end  of  m  years  would  be 

K 

—^  x  02n-2m|-     The  principal  repaid  at  the  end  of  that  period  would  be  the 

a2n\ 

K 

difference  between  this  value  and  jST,  that  is  K-  -  ™  x  a2n"-2m|- 

<*>2n\ 

In  all  these  values  the  rate  of  interest  would  be  assumed  to  be 
2  per  unit. 

Taking  as  an  example  a  loan  of  £1000,  repayable  in  five  years  by  ten 
equal  half-yearly  payments,  including  principal  and  interest,  interest 
4  per  cent. 

The  equal  half-yearly  payment  required  to  redeem  the  debt  would  be 

— --  (where  aioj  is  calculated  at  2  per  cent)  =  £111*327. 
The  figures  would  work  out  as  follows : — 
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(1) 

No.  of 
Payment. 

(2) 

Interest 

contained  in 

Payment. 

(8) 
Principal 

contained  in 

Payment. 

(4) 

Principal 

repaid  to 

Date. 

(5) 

Principal 

still 

Outstanding. 

1 

20  000 

91-827 

91  -327 

908*673 

2 

18-174 

93-153 

184-480 

815*520 

3 

16*311 

95016 

279*496 

720*504 

4 

14-411 

96-916 

376-412 

623*588 

5 

12-472 

98-855 

475-267 

524*733 

6 

10*495 

100-832 

576-099 

423-901 

7 

8-478 

102*849 

678*948 

321-052 

8 

6-422 

104-905 

783-853 

216*147 

9 

4-323 

107*004 

890*857 

109-143 

10 

2-184 

109-143 

1000-000 

■  ■  • 

The  method  of  forming  the  schedule  would  be,  as  previously  described,  the 

interest  in  respect  of  each  interval  being  throughout  assumed  to  be  2  per  cent. 

If,  on  the  other  hand,  the  interest  is  to  be  at  the  effective  rate  i  per 


annum,  the  interest  on  unity  for  six  months  will  not  be  ^,  but  {(1  +  i)  -  1}» 

and  it  would  be  necessary  to  use  this  latter  rate  of  interest  throughout  the 
calculations. 

We  have  so  far  examined  the  question  from  the  point  of  view  of  a 
repayment  of  capital  being  made  to  the  lender  at  the  end  of  each  year, 
the  borrower  continuing  to  pay  interest  at  the  rate  agreed  upon  on  the 
capital  outstanding,  the  lender  requiring  to  invest  these  repayments  of 
capital  at  the  rate  agreed  upon,  if  he  desires  to  realise  interest  upon  the 
original  sum  advanced,  throughout  the  term  of  the  transaction.  These 
capital  repayments  amount  together  to  the  original  advance. 

.  We  may,  however,  use  another  line  of  argument,  and  consider  that  the 
borrower  invests  a  uniform  amount  at  the  end  of  each  year — called  a  Sinking 
Fund — the  accumulation  of  which  will  extinguish  the  capital  at  the  end  of 
the  term.  Looked  at  from  this  point  of  view,  the  borrower  will,  of  course, 
require  to  pay  interest  to  the  lender  upon  the  original  indebtedness  through- 
out the  whole  term.     Now  1  invested  at  the  end  of  each  year  will  repay  a 

debt  of  SZ)  at  the  end  of  n  years,  and  by  simple  proportion  ==.  invested  at 

the  end  of  each  year  will  cancel  a  debt  of  -ST  at  the  end  of  n  years.  Adding 
to  this  iK9  the  interest  for  one  year  at  rate  i  on  the  sum  borrowed,  we  have 

IT 

the  annuity  payment  equal  to  _  +  iK  It  is  easy  to  show  that  this  is  the 
same  as  the  formula  previously  given,  namely  — .     Thus 


K 


1    6'M    J       I m J 


K 


a, 


The  sinking  fund  invested  at  the  end  of  each  year  being  — ,  the  accu- 


mulation of  this  fund  to  the  end  of  m  years  will  be 


Sn\ 


VOL.  Ill 


25 
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It  is  easy  to  show  that  this  is  equal  to  the  result  by  the  method  pre- 
viously described.     Thus — 

K  K 

22  x  S^\  =  —  x  (vn)&^\ 

=  ^(vn){l  +  (l  +  i)  +  (l+i)*  +  .  .  .  +(l+t)»-1} 

<*>n\ 

K 

- — {vn  +  vn~1  +  vn-2+  .  .  .  +t?n-m+1}. 

The  principal  outstanding  at  any  date  is  the  difference  between  the 
original  indebtedness  and  the  accumulation  of  the  sinking  fund  to  that 

date — that  is,  from  the  present  point  of  view,  equal  to  K-  =  S^i       The 

K 

formula  previously  given  for  the  principal  still  outstanding  was  —  x  an_ml 

These  two  formulas  may  be  shown  to  be  identical,  thus — 

<Sn|  I        8»\) 

_  jpSn\  ~~  Sm\ 

=  —  [sk\  -  iSq) 

=  _^{(l+^)n-l  +  (l  +  i)n-2+   m    ,    #    +  (1 +  *)•»} 
=  — {v  +  t?2  +  .  .   .  +i;n"m} 

K      

an\ 

The  lender  may,  however,  desire  to  obtain  a  higher  rate  of  interest 
than  i  upon  the  sum  borrowed,  say  i',  although  the  sinking  fund  can  only 
be  invested  at  rate  i,  in  which  case  the  payment  requiring  to  be  made  at 
the  end  of  each  year  to  redeem  a  debt  of  K  within  n  years  will  consist  of 
the  following : — 

First,  the  equal  annual  payment  required  to  be  invested  at  the  end  of 

each  year  to  redeem  the  debt  of  K  within  the  period  =  — ,  where  8Z\  is 

calculated  at  rate  i. 

Second,  one  year's  interest  at  rate  i'  on  the  sum  borrowed — that  is,  i'K. 

K 

Total  payment  =  —  +  i'K 

K 

Under  these  conditions,  iT  is  the  present  value  of  an  annuity  of  —  +  i'K 

for  n  years,  and  by  simple  proportion  we  have  the  present  value  of  an 
annuity  of  1  for  n  years  equal  to 


1  +  %S£\ 


An  interesting  question  here  arises  as  to  the  capital  outstanding  at  the 
end  of  m  years,  when  the  conditions  of  the  loan  are  as  described. 
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The  borrower,  if  called  upon  to  repay  the  balance  of  the  debt  at  the  end 
of  m  years,  will  contend  that,  as  each  payment  of  the  annuity  made  during 

K 

that  period  of  m  years  contained  —  of  capital,  and  as  the  accumulation  of 

Sn 

K 
these  capital  repayments  is  —  x  Sm\t  (£»j  being  calculated  at  rate  i),  he 

Sn\ 

should  only  be  called  upon  to  pay  the  difference  between  that  amount  and 
K%  the  original  sum  borrowed.  Looked  at  from  this  point  of  view,  the 
capital  outstanding  at  the  end  of  m  years  is 

•  -r         XL 

If,  however,  the  borrower  desires  to  repay,  the  lender  will  maintain  that 
he  is  losing  a  good  investment ;  that  during  the  remaining  (n  -  m)  years 

he  would  have  continued  to  receive  an  annual  payment  of  —  +  i'K,  and 

that  therefore  provision  must  be  made  by  the  borrower  for  the  continuance 
of  this  payment.  In  other  words,  he  argues  that  his  position  is  not  to  be 
prejudiced  by  the  borrower  withdrawing  from  the  bargain.  From  this 
standpoint  the  capital  outstanding  at  the  end  of  m  ygkrs  will  be 

(—  +  tfJeV* +  «»  +  *»  +  .  .  .  +*»-*)=(—  +  i'K)a^t 

when  an— W|  is  calculated  at  rate  of  interest  i. 

Examining  the  transaction  from  a  mutual  point  of  view,  we  observe 
that,  at    the   commencement   of    the   transaction,  it    was   agreed    that 

the  present  value  of  an  annuity  of  1  for  n  years  was  ^——.7 — 1  and  there- 

e> 1 

fore  for  (n  -  m)  years  the  similar  formula  would  be        ".,         .    The  capital 

1  +  1  Sn-m\ 

outstanding  is  the  value  of  an  annuity  of  —  +  i'K  for  the  remainder  of  the 

<S*j 

period,  its  value  to  be  calculated  upon  the  basis  agreed  upon  at  the  outset. 
Looked  at  in  this  way  the  capital  outstanding  at  the  end  of  m  years  is 


(  —  +  i'K)—*^— . 

\SJT\  /1+ttfT^i 


A  quotation  is  sometimes  required  for  the  purchase  of  an  annuity- 
certain  where  income-tax  falls  to  be  deducted  not  only  from  the  interest 
contained  in  the  several  payments,  but  also  from  the  instalments  of  capital 
that  go  to  repay  the  original  sum  invested. 

We  have  seen  that  the  sum  of  the  present  values  of  the  capital  pay- 
ments contained  in  an  annuity-certain  for  n  years  is  nvn+\  If  the  propor- 
tion payable  in  respect  of  income-tax  be  tt  it  follows  that  the  value  of  the 
tax  deduction  from  capital  is  tntf1*1.  Deducting  this  from  a^j,  we  have  as 
the  value  of  the  annuity-certain,  where  allowance  is  made  for  income-tax  on 
capital  repayments, 

a^\  -  tnvn+1. 

This  result  is,  however,  only  approximate,  in  that  it  fails  to  take  account 
of  the  reduction  in  the  capital  invested,  and  of  any  changes  in  the  rate  of 
income-tax. 
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Sinking  Fund  Assurances 

The  theory  of  annuities-certain  is  made  use  of  in  connection  with  the 
calculation  of  premiums  for  Sinking  Fund  Assurances — these  are  assurances 
securing  a  capital  sum  at  the  expiration  of  a  specified  term,  irrespective  of 
any  contingency.  Such  assurances  are  also  known  as  Fixed  Term  or  Lease- 
hold Eedemption  Assurances,  and  are  of  comparatively  recent  growth,  but  of 
late  years  the  general  question  has  assumed  importance  by  reason  of  the 
magnitude  of  the  transactions. 

Policies  of  this  nature  are  frequently  effected  to  secure  the  repayment 
of  debentures.  Much  household  property  in  England  is  let  on  repairing 
lease,  and  these  assurances  are  sometimes  effected  to  provide  for  possible 
dilapidations  at  the  time  the  lease  expires.  Again,  a  sinking  fund  policy 
is  available  to  provide  the  difference  between  investments  bought  at  a 
premium  and  the  par  price  at  which  they  may  be  repayable,  to  provide  for 
replacement  of  business  plant  or  machinery  at  the  end  of  a  certain  number 
of  years,  or  even  perhaps  to  secure  a  guaranteed  rate  of  interest  on  perfect 
security. 

If  a  uniform  rate  of  interest  is  to  be  assumed  throughout  the  whole 
term,  the  single  premium  to  provide  such  an  assurance  will  obviously  be  vn, 
i.e.  the  present  value  of  1  to  be  received  at  the  end  of  n  years,  calculated  at 
the  rate  of  interest  assumed. 

If,  however,  it  be  desired  to  pay  the  annual  premium  equivalent  corre- 
sponding to  vn,  we  proceed  as  follows : — 

Let  P  be  the  annual  premium  required. 

Then  the  present  value  of  the  premium  payments  is 

P(l+v  +  v2  +  .  .  .  +yn-1)  =  P(l  +  a^i]), 

which  must  obviously  be  equal  to  the  single  premium  or  the  benefit  to  be 
given.     Solving  for  P,  we  have 

P(l  +  a^T|)  =  *n, 

vn 
Whence  P  =  .- — 

This  is  usually  denoted  by  P^. 

If  the  premium  is  to  be  paid  by  p  equal  instalments  throughout  the 
year,  and  it  be  required  to  find  the  amount  of  each  such  instalment,  we 
have  for  the  payment  side 


K4)"Mi+r+--H)~H=£(i+^ 


In* 

P 


where  ap»~ii  is  calculated  at  rate  of  interest  -,  when  we  assume  that  interest 

is  convertible  at  the  periods  of  payment  of  the  premium.     Equating  this 

p 
to  vn,  and  solving  for  — ,  we  have,  for  the  premium  required  to  be  paid  at 

the  beginning  of  each  -  of  a  year, 

P_       vn 

P     1  +  aJ^i\ 

In  the  foregoing  calculations  the  condition  of  interest  allowed  for  is 
that  the  grantors  will  be  improving  their  funds  at  a  fixed  rate  of  interest 
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throughout  the  duration  of  the  transactions,  but  such  a  condition  has  hardly 
been  experienced  in  practice. 

It  is  well  known  that  the  rate  of  interest  has,  in  the  main,  been  steadily 
decreasing  for  years,  and  it  is  not  unreasonable  to  allow  for  a  continued 
decrease  in  the  future.  The  method  used  to  meet  this  condition  in  calculat- 
ing the  premiums  for  sinking  fund  assurances  may  be  described. 

Let  us  assume  the  rate  of  interest  in  our  calculations  to  be  3  per  cent 
per  annum,  decreasing  by  £  per  cent  each  decade  until  a  minimum  of  2  per 
cent  is  reached. 

The  single  premium  to  provide  1  at  the  end  of  m  +  n  years  is  vm+n 
=  vm  x  v11. 

We  therefore  have  the  single  premium  to  provide  1  at  the  end  of  10  +  m 
years  (m  less  than  10)  equal  v1^  x  v* 

If  the  period  of  the  assurance  be  20  +  m  years  (rn  less  than  10),  the 
single  premium  will  be  v™%)  x  v™n)  x  v™m 

For  30  +  m  years  the  premium  will  be  v^%)  x  v™m  *  vlQkX)  *  ^xy 
For  40  +  m  years  (where  ra  has  any  value)  the  premium  will  be 

i?i0  <m10  <m10  *j10  <nm 

V*)  X  ^(2**)  X  W0  X     (2J%)  X     (2%)' 

In  the  case  of  the  assurance  by  annual  premiums,  we  proceed  as 
follows : — 

The  present  value  of  the  annual  premiums,  where  the  assurance  is  pay- 
able at  the  end  of  10  +  ra  years  (ra  less  than  10),  will  be 

p{  aIo;(8%) +  v<8%)a^<2|%)  / » 
and  equating  this  to  the  single  premium  or  the  benefit  to  be  given,  we  have 

v10    xvm 

P  _  V(S%)  *  g(2|%) 

r ~ io"  ~ J 

Again,  if  the  assurance  is  to  be  payable  at  the  end  of  20  +  ra  years 
(ra  less  than  10),  the  present  value  of  the  annual  premiums  will  be 

M,  ai0|<82)  +  V(3?0ai6i<2i%)  +  t?(8%)t7(2|%)a^l(2i%)}' 

and  equating  this  to  the  single  premium,  we  have 

v10    xv10     xvm 
a—      +v10   a—        +v10  v10    a- 

"101(8%)  +  C;(3%)a10|(2J%)  +  (7(3%)V(2}%)ttm|(2i%) 

And  finally,  if  the  assurance  is  to  be  payable  at  the  end  of  40  +  m  years 
(where  ra  has  any  value),  the  present  value  of  the  premiums  will  be 

P/a—         4-«10    o—  4- -m10    *i10      a_  ,  „10    «,W      *,10     ft_ 

*    I  *10:(8%)  +  X7(S%)a10](2i%)  +  V(8^)V(2|;s)ai0K2i%)  +  V(3%)X7(2i%)V(2i%)ai0|(2i%) 

+  V(8%)V(2|X)V(2i%)V(2i%)am|(2%)  f » 

and  equating  this  to  the  single  premium,  we  have  the  corresponding  annual 
premium 

v10    xv10     xv10     XV10     xvm 

ai0«8%)  +  V(8%)ai0i(21%)  +  t7(8%)t7(2|%)ai0i(2*%)  +  V(fiX>V<nX)V<H#  aW|(2i%) 

10       10         10         10       «_ 

It  is  sometimes  required  to  find  the  value  of  an  annuity -certain  of 
1  per  annum  for  n  years,  to  pay  the  purchaser  a  given  rate  of  interest  on 
his  investment,  and  to  secure  by  means  of  a  Sinking  Fund  Policy  a  return 
of  the  principal,  with  interest   for  one  year,  at  the  end  of  the  year 
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following  that  in  which  the  annuity  payments  cease,  i.e.  at  end  of  the 
(ft  +  l)th  year. 

Let  jP^+Ti  denote  the  annual  premium  which  an  assurance  office 
would  charge  for  a  Sinking  Fund  Policy  of  1  payable  at  the  end  of  (ft  +  1) 
years.  Then  for  an  annuity  -  due  of  (iY+~ij  +  d)  for  (ft  + 1)  years  a 
purchaser  could  afford  to  lay  out  1,  because  d  would  provide  the  interest  in 
advance  on  the  outlay,  and  the  premium  paid  to  the  assurance  office  would 
secure  the  return  of  the  capital  invested  when  the  annuity  ceased,  i.e.  at 
the  end  of  the  (ft  +  l)th  year. 

For  an  annuity  of  (Pr+I  +  d)  for  n  years  (in  contradistinction  to  an 

annuity-due  for  (ft  + 1)  years),  the  purchase  price  would  accordingly  be 

1  -  (-PjmFTj  +  d)>  an<l  by  simple  proportion  for  an  annuity  of  1  for  n  years 

we  would  have 

i 

-1 


P^+T\  +  d 


for  the  purchase  price;  d  would  be  taken  at  the  rate  of  interest  it  is 
intended  to  realise,  say  from  4  to  5  per  cent,  depending  among  other  things 
upon  the  amount  of  the  annuity-certain.     A  Sinking  Fund  Policy  would 

require  to  be  effected  for  the  amount  p       — -,  payable  at  the  end  of 

(ft  + 1)  years. 

We  have  seen   that   the  value  of  the  annuity -certain  of  1   for   n 

1  - 

years  is    ..........        -ry •%  —  x. 

This  may  be  termed  the  amount  paid  to  the  vendor. 
Add  to  this  the  first  premium  on  the  policy  which  is 
required  to  return  the  capital,  and  which  would  fall  to  -FnTTi     ' 

be  paid  to  a  life  assurance  company  ....        JV+ij  +  d 


and  we  have  the  capital  invested  equal  to 


v 


P,r+T|  +  ^ 


The  amount  paid  at  the  end  of  each  year  is  unity,  which  would  be 
looked  upon  as 

P 

Premium  _   »  +  n 

One  year's  interest  on  capital  invested        .  -n — - 

Total I 


and  will  be  so  treated  in  the  investor's  records,  a  Sinking  Fund  Policy 
being  effected  for  -= .. 

At  the  end  of  (ft  + 1)  years  the  amount  assured  will  be  payable,  and 
will  be  treated  thus : — 

To  repayment  of  capital  invested        .... 
Interest  for  past  year 


Total 


V 

Pi 

+  11 
d 

+  d 

Pi 

+  ii 

+  d 

1 

Pi 

+  n 

+  d 
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It  is  easy  to  show  that  if  P^tTm  an(i  ^  ^  calculated  at  the  same  rate  of 
interest,  the  formula  suggested  for  the  amount  payable  to  the  vendor 
reduces  to  a^  the  present  value  of  an  annuity-certain  of  1  for  n  years. 

Thus,  Pn  +1,  =  * 

&»-*  II 

1  -  1 — .  (1  + 1)  — -= — 

a»  +  ll 
_  1  -  d  (1  + 1)  a^TTi 

=  J    -* 

an  +T| 

and  therefore  the  amount  payable  to  the  vendor 

1    -i-i i 


A-+n  +  d  i 


-d  +  d 


asm 

=  ar+Ti  - 1 


=  a„;. 


The  theory  of  annuities-certain  is  frequently  applied  to  such  questions 
as  the  following : — 

In  Scotland  there  is  frequently  a  duplicand  of  feu-duty  at  periodically 
recurring  intervals.  When  the  nature  of  the  excess  feu-duty  is  not  a 
duplicand  it  may  be  a  fixed  sum  of  money,  and  is  known  as  a  casualty  or 
grassum.  The  purchaser  of  a  feu  may  wish  a  value  set  upon  such  fines,  or 
to  find  their  annual  equivalent.     The  method  is  as  follows : — 

Suppose  a  fine  of  F  is  due  at  the  end  of  every  t  years.  Required  the 
present  value  of  future  fines  and  the  equivalent  uniform  annual  rent. 

First,  if  a  payment  of  fine  be  due  now, 

The  present  value  of  the  future  payments  will  be 

P(l  +  v*  +  v*  + ) 

=  F-±- 
1  -  *• 

To  find  the  annual  equivalent, 

Let  P  be  the  equivalent  uniform  annual  rent,  when  the  following  will 
be  the  present  value  of  the  future  payments,  assuming  the  first  payment  to 
be  due  now : — 

P(l  +  v  +  v2  + ) 

i  -t?       i 

But  the  present  value  of  the  future  annual  rent  must  be  equal  to  the 
present  value  of  the  fines,  and  solving,  we  have 

P_L  =  P     * 


1  -  v         1  -  0* 
whence 

1-17 


P  =  P 
=  P 


1-t^ 
d 


1  -  v 


.*• 
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This  result  could  also  be  obtained  by  considering  what  annual  rent 
payable  in  advance  for  t  years,  a  sum  down  of  F  would  purchase.  In  other 
words,  P  might  have  been  found  from  the  equation 

F=P  (l+i)lztf 

whence 

d 


P  =  F 


1-v*' 


Second,  suppose  a  payment  of  F  has  just  been  made. 
The  present  value  of  the  future  payments  will  be 

F(vl  +  v2t  +  v*t  + ) 

If  P  be  the  equivalent  uniform  annual  rent,  and  if  the  first  rent  is  not 
to  be  considered  due  until  the  end  of  the  year,  the  following  will  be  the 
present  value  of  the  future  payments : — 

P(v  +  v2  +  y8  + ) 

1-v  % 

Equating  the  present  value  of  the  future  payments  to  the  present 
value  of  the  fines,  and  solving  for  P,  we  have 

1-*   (i  +  ty-i' 

We  might  also  have  obtained  this  formula  by  considering  what  annual 
rent  paid  at  the  end  of  each  year  for  t  years  would  by  that  time  have 
amounted  to  F.  In  other  words,  P  might  have  been  found  from  the 
equation 

i 
whence 

%F 


P  = 


(1  +  ij  -  1' 


The  principles  here  discussed  may  be  applied  to  finding  the  values  of 
any  sums  falling  due  at  stated  intervals,  which  need  not  necessarily  be 
equal.     The  following  practical  example  may  be  given : — 

The  annual  value  of  a  certain  property  is  £20,  and  this  increases  each 
year  by  1  per  cent.  The  property  is  subject  to  a  feu-duty  of  £8  a  year, 
but  the  feu-duty  payable  at  the  end  of  every  21st  year  from  the  present 
time  is  to  be  not  £8,  but  the  full  annual  value  of  the  property  at  that  time. 
Give  a  formula  for  the  present  value  of  the  feu-duty. 

Assuming  the  feu-duty  of  £8  a  year  to  be  payable  in  perpetuity,  the 
present  value  of  the  future  payments  would  be 

8  (v  +  v2  +  v3  + ) 

=  8 

At  the  end  of  every  21st  year  £8  is  not  payable,  and  the  present  value 
of  the  deduction  on  this  account  is 
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8(t-21  +  t42  +  ^03+ ) 

8v21_ 

"  r-  v*1' 

In  lieu  of  this,  we  have  to  add  £20(1'01)21,  payable  at  the  end  of  the 
21st  year,  the  present  value  of  which  is  £20(l*01)2Va  plus  £20(1;01)42, 
payable  at  the  end  of  the  42nd  year,  the  present  value  of  which  is 
£20  (1-01)4V2,  and  so  on.     The  sum  of  this  addition  will  be 

20  {(l-Ol)21*;21  +  (1-01)4V2  + } 

-  20  x     C1'01)21*21 

"       i-(i-of)2v*' 

The  present  value  of  the  feu-duty  will  therefore  be 

8  _   8V*1      20    (1-Ql)21^21 
i     l-vil  +      1  -  (TOl)21*?21' 

Loans  Repayable  bt  Instalments. 

In  our  previous  remarks  we  have  discussed — 
First,  the  values  of  annuities-certain  at  a  given  rate  of  interest,  and 
Second,  the  rate  of  interest  yielded  by  purchasing  an  annuity-certain 
at  a  given  purchase  price. 

It  is  proposed  under  this  heading  to  discuss  each  in  turn  of  the  above 
questions  from  general  considerations.  The  formulas  submitted  are  those 
of  the  late  Mr.  W.  M.  Makeham. 

Let  C  =  capital  repayable  by  the  borrower,  including  any  bonus  con- 
tracted for. 
j  =  the  nominal  rate  of  interest  payable  by  the  borrower,  to  be 

calculated  upon  0. 
i  =  the  rate  of  interest  realised  by  the  investor. 
K  =  the  present  value  of  C  at  rate  i. 
A  =  the  value  of  the  loan  to  an  investor. 
To  illustrate  the  symbols  C  and  /,  let  us  take  the  case  of  a  loan  for 
£10,000,  repayable  at  the  end  of  35  years,  with  a  bonus  of  20  per  cent, 
interest  in  the  meantime  at  3  per  cent.      Here  C,  the  capital  repayable,  is 
£12,000,  and/,  the  rate  of  interest  payable  by  the  borrower,  is  not  3  per 

cent,  but  (3  x  -^ J  per  cent  =  2 J  per  cent. 

To  find  a  general  formula  for  the  value  of  a  loan  repayable  by  instal- 
ments, with  interest  meantime  at  rate  /,  so  as  to  yield  rate  i.  If  the 
borrower  had  contracted  to  pay  interest  at  rate  i  per  annum  on  the  capital 
C,  the  value  of  the  loan  would  obviously  have  been  C,  since  interest  at  rate 
i  being  payable  at  the  end  of  each  year  for  n  years,  with  C  repayable,  the 
investor  would  have  realised  rate  i  on  the  purchase  price.  The  present 
value  of  the  capital  repayable  at  rate  i  being  Ky  it  follows  that  on  the 
basis  assumed,  the  present  value  of  the  interest  will  be  (C-IT).  In  other 
words,  (C- JST)  is  the  present  value  of  an  annual  interest  payment  of  iCt 
and  by  simple  proportion  the  present  value  of  an  annual  interest  payment 

of  jC — the   interest   payable  by   the  borrower — will    be  =  -rAC  -  K)  = 

Adding  to  the  present  value  of  the  interest,  the  value  of  the  capital, 
C>  =  K,  we  have  the  value  of  the  loan  to  an  investor, 
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A  =  K+i{C-K)         .  (1) 

When  the  capital  repayable  is  the  par  value,  0  =  1,  and 

^  =  J5T+/(l-2T) 

=  l-(l-JT)(l  -|)        •        •       (2) 

When  the  capital  is  repayable  in  one  sum  at  the  end  of  n  years,  K=  vn, 
computed  at  rate  of  interest  i,  and  formula  (2)  becomes 

.4=i-(i-o(i-4) 

1  -  vn 

=  1  -  ajq  (i  -f)         ...        (3) 
If  the  capital  be  repayable  by  n  equal  annual  instalments  of  -,JT=— , 
computed  at  rate  of  interest  i,  and  formula  (2)  becomes 

Or  again,  if  the  capital  be  repayable  by  (n  -  m)  equal  annual  instalments, 

the  first  due  at  the  end  of  the  (m  +  l)th  year,  K=  vm     n'm\  computed  at 

n  —  m 

rate  of  interest  i,  and  formula  (2)  becomes 

^  =  l-(l-v*  5»3)(i  _i)         .       (5) 

As  an  illustration  of  formulas  (3),  (4),  and  (5),  let  us  take  the 
following : — 

A  loan  of  £1000  is  issued,  repayable  in  25  years,  interest  in  the 
meantime  at  3  per  cent.  It  is  desired  to  realise  5  per  cent.  Find  the 
value  that  can  be  given — 

(1)  When  the  capital  is  repayable  in  one  sum  at  the  end  of  25  years ; 

(2)  When  the  capital  is  repayable  by  25  equal  annual  instalments ; 

(3)  When  the  capital  is  repayable  by  20  equal  annual  instalments,  the 
first  payable  6  years  hence. 

(1)  We  have 


.4  =  i-(i-o(i  -4) 


(2j  We  have 


=  1-«5|(*-/) 

=  1000  {1  -  oj5]  (at  5%)  (-05  -  -03)} 

=  1000  {1  - (1409394  x  -02)} 

=  1000(1-  -2818788) 

=  7181212 

=  £718:2:5. 


^'-('-Sf'-l) 
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-i«»{i-(i-3)0-S)} 

-iooeji-(1My-4 
.100o  »y 

=  825503 
=  £825:10:1. 

(3)  .4  =  1_(l_^)(i_4) 

=  1000{l-(l-^)(l-^)} 

=  1000{l-(l--783526-012-46221)x-4} 

-loooji-^-^^x^} 

=  1000{l-1-°-2f3x-4} 

-iooo{™-*g*»2} 

=  50x15-905788 
=  795-289 
=  £795:5:9. 

As  an  illustration  of  formula  (1),  let  us  take  the  following : — 

A  bond  of  £10001  is  repayable  in   35    years   with  a  bonus  of  25 

per  cent,  interest  in  the  meantime  at  5  per  cent.    Bequired  the  value  so  as 

to  realise  3  per  cent. 

(1)  When  the  capital  is  repayable  in  one  sum  at  the  end  of  35  years. 

(2)  When  the  capital  is  repayable  by  35  equal  annual  instalments. 

(3)  When  the  capital  is  repayable  by  30  equal  annual  instalments, 
the  first  payable  6  years  hence : — 

(1)  We  have 

=  1250t?M  +  !^(l250  -  1250V86), 

since  7  =  -05  x  ^-^  =  -04, 

J  125 

=    444-22875 +  |(805-77125), 

=    444-22875  +  1074-36166, 
=    1518-59041, 
=  £1518 :  11 :  10. 
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(2)  We  have 

• 

A  =  K+  p  -  K), 

1250ai»,  ,  "04^1OKft     1250«85A 
"      35       '  03  V1"50         35     )' 

A 

=    767401  + 1(1250  -  767-401), 

=    767-401  + 1(482-599), 

(3)  We  have 

=    767-401  +  643-466, 
=    1410-867, 
=  £1410:17:4. 

• 

A  =  K+3-£C-K), 

-^*S(126°-12<3B)' 

=    704-480  +  g(1250  -  704-480), 

=    704-480  + 1(545 -5  20), 

=    704-480  +  727-360, 
=    1431-840, 
=  £1431 :  16 :  10. 

Turning  now  to  the  converse  problem : — Given  the  quoted  value  and  the 
conditions  of  the  loan,  to  find  the  rate  of  interest  that  an  investor  would 
realise  by  purchasing  at  the  quoted  price. 

We  have  seen  that 


A  =  K+3-{C-K), 


and  solving  for  i,  we  have 


<J%£>  .  ■  ■      (6) 


Considering  this  equation,  we  observe  that  C,  j,  and  A  are  all  known. 
Kt  however,  denotes  the  present  value  of  C  at  rate  i,  which  is  the  value 
desired  to  be  found.  It  is  therefore  necessary,  in  the  first  instance,  to 
approximate  to  i  from  the  data  supplied,  and  work  out  the  formula  upon 
the  basis  of  K9  calculated  at  the  approximate  rate  of  interest.  It  is  obvious 
that  the  nearer  the  approximate  to  the  true  rate  of  interest,  the  closer  will 
the  resulting  value  be  to  the  true.  As  a  rule,  it  will  be  necessary  to 
obtain  two  approximations,  so  fixed  that  the  result  by  the  formula  is  greater 
than  the  assumed  value  in  the  one  case  and  less  in  the  other.  Simple 
finite  differences  will  then  give  us  a  close  approximation  to  the  true  rate  of 
interest.  All  this  will  be  more  easily  understood  from  the  example  given. 
As  an  illustration  of  formula  No.  (6),  let  us  take  the  following : — 
A  bond  for  £1000,  payable  at  the  end  of  25  years,  interest  in 
the  meantime  at  the  rate  of  5  per  cent,  is  offered  for  £1200.  Required  the 
rate  of  interest  which  such  a  price  would  produce  to  an  investor  ? 
In  the  formula 

1  -  A^K  ' 
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y= -05,  c=  1000,  -4  =  1200. 

JT=  lOOOf26,  calculated  at  rate  of  interest  i. 
Trying  i  =  -035,  we  have  K=  423147,  and  therefore 

.  _  -05(1000-  423147) 
%~     1200 -423147"    ' 
•05  x  576853 
"      776853     ' 
=  -03713. 

The  trial  rate  of  interest  is  therefore  too  low. 

Again,  trying  i  =  -04,  we  have  K=  375117,  and  therefore 

._ -05(1000 -375117) 
1        1200-375117    ' 

_  -05  x  624-883 
824883     ' 

=  -03787. 

The  trial  rate  of  interest  is  therefore  too  high. 

Hence  a  trial  rate  of  3*5  per  cent  gives  an  answer  of  3*713. 

Whence  a  difference  of  5  per  cent  in  the  trial  rate  gives  a  difference  of 

•074  in  the  answer. 

That  is,  a  difference  of  x  per  cent  in  the  trial  rate  gives  a  difference  of 

•074  .     . , 
x  x  —  -  in  the  answer. 
•5 

•074 
That  is,  a  trial  rate  of  3*5  +  x  would  give  as  answer  3*713  +  x  x  — ■—. 

•o 

Therefore 

a(l  -  148)  =  -213, 

•852a;  =  -213, 

x  =  -25. 

Therefore  the  rate  we  seek  is  3*75  per  cent. 

At  the  commencement  of  this  portion  of  our  subject  we  referred  to 
having  previously  discussed  a  somewhat  similar  problem  in  connection 
with  annuities -certain.  The  question  then  before  us  was — Given  the 
present  value  of  an  annuity-certain  of  1  for  n  years,  to  find  i  the  rate  of 
interest,  and  we  obtained  a  formula 


T._J(a'Z\-an\) 


where  k  is  the  addition  to  be  made  to  j,  the  approximate  rate  of  interest,  to 
obtain  the  true  rate  of  interest,  and  a'^  and  v'n+l  are  calculated  at  the 
approximate  rate  j. 

Making  use  of  the  above  formula,  we  have 


_;,  7,-;,  y(«'i!  -  a?i) 

a„\  -  nv'n+l  ' 

a,n\  -  nv'n+1 
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It  is  easy  to  show  that  this  corresponds  with  the  result  by  the  formula 

It  is  only  necessary  to  remember  that  the  capital  repayable  at  the  end  of 
each  year  in  the  case  of  an  .annuity-certain  and  its  corresponding  present 
value  are  as  given  in  the  following  schedule : — 

Yearm. 

1 
2 
3 

4 

etc 
n 


Capital  repayable 
in  mth  Payment. 

Present  value  of 
Column  (2> 

„n+l 

vn-\ 

vn+l 

-,n-2 

«n+l 

V 


n-8 


,n+l 


,n+l 


The  capital  repayable  C  is  therefore  seen  to  be 

{vn  +  vn~l  +  vn~2  +    ...    +  v}  =  aijj, 

where  a*\  is  calculated  at  rate  of  interest  i ;  but  since  %  is  not  known,  it 
is  necessary  when  considering  G  and  K  to  approximate  to  i.  Taking  the 
approximate  rate  as  j,  we  have  the  capital  repayable  =  a'^  and  the  present 
value  of  the  capital  equal  to  nv'n+1t  a'^  and  v'n+1  being  calculated  at  rate 
of  interest  /. 

We  would  therefore  have 

Mr.  Kalph  Todhunter  has  given  (Journal  of  the  Institute  of  Actuaries, 
vol  xxxiii.  p.  356)  a  very  useful  formula  for  approximating  to  the  rate  of 
interest  yielded  by  a  bond  bought  at  a  premium. 

In  the  explanation  accompanying  the  formula,  he  suggests  that  the 
premium  might  be  dealt  with  in  practice  by  writing  down  the  book- value 
out  of  each  dividend  by  an  equal  proportionate  part  of  the  premium,  the 
remainder  of  the  dividend  being  treated  as  interest. 

Taking  the  case  of  a  bond,  repayable  at  par  at  the  end  of  n  years, 
interest  meantime  at  rate  /,  purchased  at  a  premium  of  p  per  unit,  Mr. 
Todhunter  gives  us  the  following  schedule : — 


Year. 
1 

2 

3 


n-1 


n 


Book  Value  of  Bond  at 
beginning  of  Year. 

1  +.p 

1  +  p 

n 

n-2 

1  + p 

n 


,      2 
l+-p 
n 

n 


Interest. 

j-p- 

n 

i-p- 

n 

j-p- 

n 


j-p- 

n 

i-p- 


giving  an  average  rate  of  interest 
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. J     n 

*~        1(        n-1       n-2  2       1    ) 

1  +  -  <  p  + 7>  + p  +   ...+-»  +  -©  V 

n  (  ^        n   r        n  r  if     nr ) 

n 


1    n(n  +  1) 

1  +  ~P—-R ' 


since  the  sum  of  the  first  n  natural  numbers  is  -     9  -  , 


J     n 


.,     n  + 1 

1  +  -^r* 


(7) 


As  an  example  of  formula  No.  (7) : — To  find  the  rate  of  interest  yielded 
by  a  bond  for  £10,000,  repayable  at  par  at  the  end  of  20  years,  interest 
meantime  at  4  per  cent,  purchased  for  £10,711. 

We  have 

n 
t=  - 


H       71+1 

1  +  ~o^-P 


2n 
Inserting  the  figures  on  the  basis  of  each  unit  of  the  bond, 

04-°™ 
.  20 

t  = 


l  +  igC'0711)' 

04  -  003555 

10373275  ' 
=  03513. 


The  true  rate  of  interest  is  3  J  per  cent. 

The  result  by  this  formula  will  as  a  rule  be  sufficiently  close  for 
practical  purposes;  but  if  greater  accuracy  be  desired,  the  rate  of  interest 
thus  found  might  be  used  to  obtain  JTin  the  formula 

when  a  very  close  approximation  would  be  obtained. 

Mr.  Todhunter,  however,  points  out  that  his  formula  should  only  be 
applied  as  a  final  result  when  n  and  j  are  not  large.  The  reason  for  this 
will  be  readily  understood  from  the  following : — 

Using  Makeham's  formula  we  have 

In  the  example  submitted  by  Mr.  Todhunter 

1  +p-vn' 
where  vn  is  calculated  at  rate  i. 
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Hence  i(l  -  vn)  +pi  =j(l  -  vn) 

..     .,l-(l  +  i)-» 

(J-i)=pi\l-(l+i)-n 

{.     n(n  + 1)  „    n(n  +  l)(n  +  2) ., 
Ill ^-Tn — i*  +  — ~ i8-  .   .   . 
If.                 \i  ) 

pi       n  +  l       (n+l)(n  +  2)  W 

-«{  ^r       j3     * _  •  •  •  j- 

Neglecting  terms  involving  powers  of  t  higher  than   the   first,  and 
solving,  we  have  Mr.  Todhunter's  formula — 

•    P 

<?     „ 
n 


.      n  + 1 


Interest  Tables 

It  is  most  desirable  that  some  knowledge  should  be  obtained  as  to  the 
several  methods  of  computing  interest  tables,  as  without  this  it  is  difficult 
to  make  a  correct  use  of  the  values  tabulated.  Mere  mechanical  application 
of  tables  is  never  wholly  satisfactory,  and  is  certainly  not  to  be  recom- 
mended. 

There  are  two  main  methods  of  forming  interest  tables : — 

First,  a  process  by  which  each  value  is  independently  computed.  This 
method  is  not  to  be  advocated,  in  that  the  several  values  so  calculated  would 
require  to  be  independently  checked. 

Second,  a  process  by  which  each  value  is  obtained  from  the  preceding 
figure.  This  method  is  known  as  the  Continued  Process,  and  its  chief  merit 
is  that  verification  by  independent  computation  of  any  one  value  proves  the 
accuracy  of  these  preceding.  It  is  therefore  advisable,  when  forming 
tables  by  this  process,  to  check,  say,  every  tenth  value  in  the  course  of  the 
construction.  In  the  event  of  this  being  correct,  the  accuracy  of  the  pre- 
ceding values  is  assured,  while  any  error  would  be  easily  detected  as 
occurring  within  a  limited  period. 

For  the  employment  of  the  Continued  Process,  there  are  three  essentials : 
the  initial  value  of  the  function  to  be  tabulated,  a  formula  connecting 
any  one  value  with  the  value  preceding,  and  a  formula  for  independent 
verification. 

Tabulation  of  Functions 

The  following  are  the  functions  usually  tabulated  in  interest  tables : — 

(1)  (1  +  i)n,  the  amount  of  1  in  n  intervals. 

(2)  vn,  the  present  value  of  1  due  at  the  end  of  n  intervals. 

(3)  Sn\>  khe  amount  of  an  annuity  of  1  for  n  intervals. 

(4)  a-^j,  the  present  value  of  an  annuity  of  1  for  n  intervals. 
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(5)  — ,  the  sinking  fund  which  will  redeem  a  debt  of  1  in  n  intervals. 

(6)  — ,  the  annuity  payable  for  n  intervals  which  1  will  purchase,  or 

the  equal  annual  payment  required  to  redeem  a  debt  of  1  in  n  intervals. 

The  values  in  respect  of  each  function  are   sometimes  arranged  in 
columnar  form,  the  following  being  an  example  of  the  table  given  : — 

Interest  3  per  cent. 


1 

1 

Interval  n. 

0+0" 

• 

Sn\ 

On\ 

•v«i 

«nl 

1 

2 

3 

4 

etc. 

On  the  other  hand,  each  function  is  sometimes  kept  by  itself,  the  rate 
of  interest  being  the  variable,  the  following  being  an  example  of  the 
table : — 


Interval. 

Amount  of  1. 

At  Rates  per  cent 

1 

n 

U 

If 

etc. 

1 

2 

3 

4 

etc. 

Tables  giving  the  values  for  n  years  can  be  employed  to  obtain  the 
corresponding  values  for  m  +  n  years  by  means  of  the  following  formulas : — 

(1  +  i)m+n  -  (1  +  i)m  x  (1  +  i)» 

SZ+^l  =  Snj  +  (1  +  *)*«* 

«5T+jq  =  <*>n\  +  vna^j. 

It  is  obvious  that  the  series  of  tables  referred  to  may  be  employed  to 
obtain  the  present  values  or  amounts  of  annuities-due.     Thus 

The  present  value  of  an  annuity-due  of  1  for  n  years  a^j  =  1  +  a^zx\. 
The  amount  of  an  annuity-due  of  1  for  n  years =(1  +  i)sn\  =  £n+ij  -  !• 

Again,  we  have  seen  that  if  interest  is  convertible  at  the  periods  of 
payment  of  the  annuity,  the  values  of  functions  at  yearly  intervals  may  be 
employed  to  obtain  the  corresponding  values  payable  at  more  frequent 
intervals.     Thus,  under  the  conditions  assumed, 

S—  =s  -Sm\,  calculated  at  rate  of  interest  -, 
*i      p  r  p 

• 


(p)      1 


>t 


» 


P 


For  example,  the  value  of  an  annuity  of  £20,  payable  half-yearly  for  20 
vol.  m  26 
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years,  interest  5  per  cent,  convertible  half-yearly,  is  equal  to  the  value  of  an 
annuity  of  £10  payable  yearly  for  40  years,  interest  2£  per  cent,  con- 
vertible yearly. 

Interest  tables  computed  at  specified  rates  of  interest  may  be  employed 
to  obtain  an  isolated  value  at  any  other  rate  of  interest  by  means  of  Finite 
Differences.  Thus : — Given  the  amount  of  an  annuity-certain  of  1  for  20 
years  at  3, 3  J,  and  4  per  cent,  equal  to  26*870, 28*280,  and  29*778  respectively, 
to  find  the  corresponding  result  at  3  J  per  cent,  we  have 

•025/-025       \ 

a      -*      , '-g^A  ,  '05^05       'a« 

*<»i%)  =  *<8%)  +  -05  A  + j2 ^  ' 

where  A  and  A2  represent  the  first  and  second  differences  of  the  given  values 

=  26*870  +  J(l-410)  -  i('088) 
=  26*870 +705 -011 
-  27*564. 

The  general  formula  is — 

-Y--l^ 


where  h  represents  Ai  and  B  denotes  any  benefit. 

Formation  of  Interest  Tables 

To  form  a  table  of  (1  +  i)n. 

The  initial  value  is  (1  +  i),  and  the  table  would  be  formed  by  continuously 
multiplying  by  (1  +  i),  the  formula  connecting  the  (n  +  l)th  term  with  the 
nth  being  (1  +  i)n+1  =  (1  +  i)n  x  (1  +  i).  The  contracted  system  of  multi- 
plication would  be  employed,  retaining,  say,  two  more  places  of  decimals 
than  it  is  proposed  to  tabulate.  Every  tenth  value  should  be  verified  by 
means  of  logarithms,  using  the  formula 

log  (1  +  i)n  =  n  log  (1  +  i), 

where  (1  +  i)n  is  the  value  extracted  from  the  table 
The  following  is  an  example  of  the  work : — 


Interest  5  per 

cent 

1050000 

3S 

105 

105 

1050000 

52500 

1102500 
55125 

= 

(1-05)2 

1157625 
57881 

= 

(1-05)8 

1-215506 
60775 

= 

(1-05)* 

1-276281 
63814 

rr 

(105)5 

1-340095 
67005 

— 

(1-05)6 

1-407100 

and 

so  on. 

(1-057, 
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Another  method  would  be  to  use  logarithms  throughout,  a  schedule  being 
completed  in  the  following  form : — 


0) 
Interval  n. 

(2) 
n  log  (1+0- 

(3) 
Antllog.  col.(2)=(l+i)». 

1 
2 
8 
4 

etc. 

The  initial  value  would  be  log  (1  + 1),  and  column  (2)  would  be  constructed 
by  the  continuous  addition  of  this  value.  A  check  would  be  obtained  at 
any  term  by  multiplying  log  (1  +  i)  by  the  number  of  the  term.  Thus  log 
(1  +  i)n  -  n  log  (1  +  i).  Log  (1  +  i)  is  usually  represented  by  several  figures, 
so  that  the  last  figure  will  only  be  approximate.  The  continuous  addition 
of  a  value  not  absolutely  correct  would  through  time  introduce  an  appre- 
ciable error.  Thus  log  1*04  =  '01703334,  and  if  six  places  of  decimals  only 
were  retained,  we  would  have  10  log  104=  170330  instead  of  170333,  and 
100  log  1-04  =  1-703300  instead  of  1-703334.  It  would  therefore  be 
advisable  to  retain  throughout,  say,  two  more  places  of  decimals  than  it  is 
intended  to  make  use  of.  Another  means  of  applying  a  correction  would  be 
to  add  unity  to  the  result  whenever  the  first  figure  ignored  becomes  5  or 
greater  than  5.  In  the  example  given  this  would  occur  at  the  second  value, 
and  say  every  succeeding  third.  It  would  be  advisable  to  put  a  mark  opposite 
these  terms  to  indicate  that  the  correction  referred  to  falls  to  be  made. 

Column  (3)  would  be  obtained  by  taking  the  natural  numbers  corre- 
sponding to  the  logs  in  column  (2).  It  would  be  advisable  to  check  the 
figures  in  this  column  by  independently  extracting  the  logs  of  column  (3), 
and  comparing  the  figures  thus  obtained  with  these  in  column  (2). 

It  is  a  good  plan,  wherever  possible,  to  apply  one  check  to  the  whole 
column  of  a  printed  table,  and  this  check  is  easily  obtained  in  the  present 
case.     Summing  the  column,  we  have  for  our  result 

(l  +  t)  +  (l+t)2  +  (l  +  t)8  +   ...    +(l  +  **)n, 

which  should  correspond  with 

(1  +  i)s*\  -  flW+ij  -  1. 

where  sa\  or  st+T\  is  obtained  from  a  table  of  amounts  of  annuities,  or 
obtained  by  independent  calculation.  In  the  event  of  the  summation  not 
agreeing  with  the  true  result,  it  would  be  necessary  to  divide  the  data  into 
sections  with  a  view  to  the  localisation  of  the  error.  Thus  we  might  sum, 
say,  the  first  25  values,  and  compare  this  with  the  true  result.  With  this 
summation  to  aid  us,  we  might  thus  sum,  say,  the  first  50  values,  and  so  on. 
By  this  means  we  could  without  difficulty  discover  the  error. 


To  construct  a  table  of  vn. 

If  we  have  already  before  us  a  complete  table  of  (1  +  i)n,  a  table  of  vn 
can  be  obtained  with  the  aid  of  a  table  of  reciprocals  as  follows : — 
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(1) 

Interval  n. 

(2) 

(l+i)"- 

(8) 
Reciprocal  column  (2) 
1 

~(l+On 

1 
2 
3 
4 
etc. 

It  would  be  advisable  to  independently  retake  the  reciprocals  of  column  (3), 
which  should,  of  course,  correspond  with  the  table  of  (1  +  i)n,  from  which  they 
were  derived. 

The  most  obvious  way  of  forming  a  table  of  vn  would  be  to  proceed 
as  in  the  case  of  the  table  of  (1  +  i)n.  Thus  the  initial  value  would  be  v,  the 
connecting  formula  vn+l  =  vn  x  v,  and  verification  would  be  obtained  by 
means  of  the  equation 

log  vn  =  n  log  v, 

where  vn  is  the  value  extracted  from  the  tables. 

But  this  method  would  be  laborious.  The  function  v,  unlike  (l  +  i),  is 
represented  by  several  figures,  and  even  with  the  aid  of  the  contracted 
system  of  multiplication,  the  method  referred  to  would  involve  both  time 
and  labour. 

A  similar  but  simpler  process  would  be  to  commence  at  the  end  of  the 
table  and  proceed  backwards.  Thus  the  initial  value  would  be,  say,  v100, 
obtained  by  means  of  logs.     Thus 

logi;100=      100  log  v, 

=  -100  log  (l+i). 

The  connecting  formula  would  be 

vn  =  vn+l  x  (l  +  fy 

and  verification  would  be  obtained  by  means  of  logs. 

Another  method  would  be  to  use  logs  throughout,  a  schedule  being 
completed  in  the  following  form : — 


Interval  n. 

n  log  r. 

(8) 
Antilog.  column  (2)=t*. 

1 
2 
3 
4 
etc. 

The  procedure  would  be  identical  with  that  already  described  in  connection 
with  the  table  of  (1  +  i)n,  log  v  being  substituted  for  log(l  + 1).  As  before, 
it  would  be  advisable  to  retain,  say,  two  more  places  of  decimals  than  it  is 
intended  to  make  use  of. 

To  check  a  complete  table  of  vn  we  have  merely  to  sum  the  column, 
which  would  give 

v  +  v2  +  v8  +  .  .  .  +  vn. 

This  should  correspond  with  aj,\t  obtained  from  a  table  of  values  of  annuities, 
or  computed  by  means  of  the  formula 
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1  -  Vn 


a,7i  = 


To  form  a  table  of  ot. 

If  a  table  of  (1  +  i)n  be  available,  a  table  of  Sn\  may  readily  be  computed 
by  means  of  the  formula 

s,7+i'  =  l  +  (l  +  i)  +  (l  +  *)2  +  •  •  .  +(l  +  t)»-1  +  (l  +  i)» 
Thus 

SZ\=  ST\  +  (1  +  i), 
Ss  =  SI\  +  (l+i)2, 

and  so  on. 

Verification  would  be  obtained  by  calculating  any  term,  say  the  nth,  by 
means  of  the  formula 

sn    (l  +  t)»-l 
i 

or  by  summing  the  first  (n  -  1)  values  of  the  table  of  (1  +  i)n,  and  adding 
unity  to  the  result,  since 

sn|  =  l+(l  +  i)  +  (l+*)2+  .  .  .  +(l  +  t)*-1. 

If,  however,  a  table  of  (1  +  t)n  be  not  available,  we  might  proceed  as 
follows : — 

£n+1|  =  l+(l+i)  +  (l+t)2+    •    •    •    +(l+i)"-1  +  (l+*)», 

=  i  +  (i  +  t){i  +  (i  +  0+ +C1  +  0"1"1}. 

=  1  +  (1  +  l)Sn:. 

Thus 

£Ij  =  l, 

4S5j=l+(l  +  i)5ii, 
SS|=l+(l+t)*5i> 

and  so  on. 

Hence  the  rule  for  obtaining  any  value  from  the  preceding  figure  would;be 
as  follows : — Multiply  the  preceding  value  by  (1  +  i),  and  add  unity  to  the 
result. 

The  following  is  an  example  of  the  work : — 

Interest  5  per  cent 

1  =  ST\ 

•05 
1 


205  =  s*\ 

•1025 
1 


31525  =  sr\ 

•157625 
1 


Carried  forward  4310125  =  s'a 
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Brought  forward  4310125  =  s*\ 

•215506 
1 


5525631  =  si\ 

•276282 
1 


6801913  =  oti 

•340096 
1 


8-142009  =  sr\, 

and  so  on. 

If  Gauss's  logarithms — by  means  of  which,  if  log  x  be  entered,  log  (x  +  1)  is 
obtained — are  available,  we  have  another  method  of  forming  a  table  of  Sni. 
We  have  seen  that 

=  1  +  (1  +  i)Sn\ ; 

.  * .    log  /S*+l|  =  log  {1  +  (1  +  l)Sn\}. 

Bearing  carefully  in  mind  the  nature  of  Gauss's  logs,  that  if  we  enter  these 
tables  with  log  x,  the  result  is  log  (x  +  1),  the  procedure  will  be  seen  to  be 
as  follows : — 

ST\  =  1.  Therefore  log  ST\  =  0,  to  which  add  log  (1  +  i),  and  we  have 
log  (1  +  i)  +  log  ST\  =  log  (1  +  i)ST\. 

Entering  Gauss's  logs  with  log  (1  +  i)ST\,  we  obtain  as  a  result 

log  {(1  +  i)sr\  +  1}  =  log  sr\. 

Adding  log  (1  +  i)  to  the  result  thus  found,  we  have  log  (1  +  i)  +  log  £2]  = 
log  (1  +  i)ST\. 

Entering  Gauss's  logs  with  log  (1  +  i)SF\,  we  obtain  as  a  result 

log  {(1  +  i)ST2\  +  1}  =  log  ST\. 

Again,  adding  \og(l  +  i)  to  the  result  thus  found,  we  have  log(l  +  i)  + 
log  ST\  =  log  (1  +  i)Ss\. 

Entering  Gauss's  logs  with  log(l  +  i)S9\,  we  obtain  as  a  result 

log  {(1  +  i)SY\  +  1}  =  log  flfij, 

and  so  on. 

A  check  upon  a  complete  table  of  SV\  is  easily  obtained  as  follows : — 
Summing  the  column,  we  have  as  the  result 

_  (1+Q-l     (l  +  t)2-l     (1  +  if  -  1  (l+t)n-l 

%  X  %  I 

_{(i+t)  +  (i  +  iy  +  (i  +  %f+  . . .  +  (i  + 1)«}  -  to 

_  (1  +  i)S^\  -  n 

•__  •     ~     • 

That  is  to  say,  the  sum  of  the  column  should  be  equal  to  {the  last  value  in 
the  column  multiplied  by  (1  +  i)}  diminished  by  the  number  of  values,  this 
result  divided  by  t.  In  the  event  of  the  summation  not  agreeing,  we  must 
proceed  to  localise  the  error  in  the  manner  previously  described. 
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To  form  a  table  of  cu\. 

If  a  table  of  vn  be  available,  a  table  of  a^\  may  readily  be  computed  by 
means  of  the  formula 


Thus 


an+l\  =  V  +  V2  +  V*+   .    .    .    +Vn  +  Vn+l 

=  a^\  +  i;w+1. 


a,T\  =  v 


«2|  =  &T\  +  v2 

#8]  =  a  2|  +  ^ 

a7j  =  a¥j  +  ^4» 
and  so  on. 

Verification  would  be  obtained  by  calculating  any  term,  say  the  nth, 

by  means  of  the  formula 

l-i?n 

or  by  summing  the  first  n  values  of  the  table  of  vn,  since  a^\  =  v  +  v2  +  v*  + 
.  .  .  +  vn. 

If,  however,  a  table  of  vn  be  not  available,  we  might  proceed -as  follows : — 

0mT|  =  v  +  v2  +  vP+  .  .  .  +i?n  +  vn+1 
=  V  +  t?{u  +  I?2  +  .  .  .  +  vn} 
=  v  +  va^j. 
Thus 

a  2]  =  t?  +  t?ay] 

aS]  =  v  +  va-jj, 
and  so  on. 

Hence  the  rule  for  obtaining  any  value  from  the  preceding  figure  would  be 
as  follows : — Multiply  the  preceding  value  by  v,  and  add  v  to  the  result. 

But  this  method  would  be  difficult  to  apply.  The  fact  that  v  is  repre- 
sented by  several  figures  makes  it  a  difficult  function  to  multiply  by,  and 
even  with  the  aid  of  the  contracted  system  of  multiplication,  the  method 
referred  to  would  involve  both  time  and  labour. 

As  in  the  case  of  vn,  so  in  the  case  of  a^\  we  shall  commence  at  the  end 
of  the  table  and  proceed  backwards.     Thus 

a^i\  =  v  +  v2+  .  .  .  +  vn'1 

=  (1  +  i){v  +  v*+  .  .  .  +  vn}  -  1 
=  (l  +  t>£]-l. 

Hence,  when  we  adopt  this  method  of  forming  a  table  of  a^\,  the  rule  will 
be  to  multiply  the  preceding  value  by  (1  +  i),  and  deduct  unity  from  the 
result. 

Again,  if  Gauss's  logs  are  available,  we  have  another  method  of  com- 
puting a  table  of  a*].     Thus 

a^\  =  v  +  v2  +  iP  +  .  .  .  +vn 
=  v{l  +  v  +  v2+  .  .  .  +t?n~1} 

=  *<1  +  an-i|), 
and  log  ajr\  =  log  v  +  log  (1  +  ar- 1|) 

aY\  =  v, .  • .  log  aj\  =  log  v. 

Entering  Gauss's  logs  with  log  ay],  we  have  log  (1  +  arj),  and  adding 
log  v  to  the  result,  we  have 

log  v  +  log  (1  +  an)  =  log  ajj. 
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Entering  Gauss's  logs  with  the  value  of  log  a^\  thus  found,  we  obtain 
log  (1  +  a  2]),  and  adding  log  v  to  the  result,  we  have 

log  v  +  log  (1  +  ajj)  =  log  aj\. 

Again,  entering  Gauss's  logs  with  the  value  of  log  aj\  thus  found,  we 
obtain  log  (1  +  aj\),  and  adding  log  v  to  the  result,  we  have 

log  v  +  log  (1  +  asj)  =  log  aT\t 
and  so  on. 

A  check  upon  a  complete  table  of  a^\  is  easily  obtained  as  follows : — 
Summing  the  column,  we  have  as  the  result 

aT\  +  a 2]  +  # 8]  +    .    .    .    +  CU^\ 
_  1  -  V      1-V2      1+tf3  l-vn 

^~  •         "t*  .  i  •  T     •     •     •       i  • 


w-a: 


That  is  to  say,  from  the  number  of  terms  should  be  deducted  the  last  value, 
and  the  result  divided  by  i  should  accord  with  the  sum  of  the  column.  In 
the  event  of  the  totals  not  agreeing,  we  must  proceed  to  localise  the  error  in 
the  manner  previously  described. 

To  form  a  table  of  — ,  that  is  the  sinking  fund  required  to  be  invested 

Sn 

at  the  end  of  each  year  to  redeem  a  debt  of  1  within  n  years. 

There  is  no  continuous  process  by  which  this  table  can  be  formed.  If  a 
table  of  S7\  be  not  available,  it  will  be  necessary  to  form  such  a  table  by 
any  one  of  the  methods  previously  referred  to.  We  might  then  proceed  to 
complete  a  table  in  the  following  form,  a  table  of  reciprocals  being  used  for 
the  purpose : — 


(1) 

Interval  n. 

(2) 

(3)* 
Reciprocal  column  (2)=  ^ 

onl 

1 

2 

3 

4 

etc. 

A  complete  check  on  column  (3)  will  be  obtained  by  independently  taking 
the  reciprocals  of  that  column.  The  results  should  of  course  agree  with  the 
table  of  s^\  from  which  they  were  derived. 

To  form  a  table  of  — ,  that  is  the  equal  annual  payment  required  to  be 


a 


n 


paid  at  the  end  of  each  year  to  redeem  a  debt  of  1  within  n  years. 

The  method  will  here  be  identical  with  that  described  for  — ,  a^\  being 
throughout  substituted  for  s^\- 

A  table  of  —  may  be  easily  obtained  from  a  table  of  —  as  follows : — 


«»Ti  = 


t(i  +  t)»    ~"(l  +  i)»' 
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But 


Therefore 

and  taking  the  reciprocals, 


(1 

+  z)» 

% 
=  1  +  isz\- 

1 

n      1  ,  „•«    » 

5118, 

i 

1    _ 

«,7|" 

l  +  t^_  1    i  ^ 

If,  therefore,  a  table  of  —  be  available,  it  is  necessary  only  to  add  i  to  each 

value  to  obtain  a  table  of  — . 

A  better  plan  would,  however,  be  to  independently  compute  both  of  these 
tables  by  the  methods  referred  to,  and  verify  the  two  tables  by  means  of  the 
formula : — 

1        1 

—  =  —  +  i. 

*1?\      ST, 

W.   A.   KOBERTSON. 
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Interest  Tables 


2  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 
1 

(l+i)». 

r». 

Sn\. 

annum  aMj. 

1  '0200000 

•9803920 

1  -ooooooo 

-9803920 

2 

1  0404000 

-9611689 

2-0200000 

1*9415609 

3 

1-0612080 

•9423224 

3-0604000 

2-8838833 

4 

1-0824322 

'9238452 

4*1216080 

3-8077285 

5 

1  -1040808 

•9057306 

5*2040402 

4-7134591 

6 

1-1261624 

•8879714 

6*3081210 

5*6014305 

7 

1-1486856 

•8705602 

7*4342834 

6*4719907 

8 

1-1716593 

'8534904 

8*5829690 

7-3254811 

9 

1  1950925 

•8367554 

9-7546283 

8*1622365 

10 

1-2189944 

•8203484 

10-9497208 

8*9825849 

11 

1  -2433743 

•8042630 

12-1687152 

9/868479 

12 

1-2682418 

•7884930 

13*4120895 

1057534O9 

13 

1-2936066 

•7730327 

14*6803313 

11-3483736 

14 

1-3194787 

•7578750 

15*9739379 

12-1062486 

15 

1-3458683 

•7430147 

17*2934166 

12-8492633           i 

16 

1-3727857 

•7284460 

18*6392849 

13  5777093 

17 

1*4002414 

•7141626 

20-0120706 

14-2918719           1 

18 

1-4282462 

•7001593 

21-4123120 

14-9920312          , 

19 

1-4568111 

•6864306 

22-8405582 

15-6784618           ! 

20 

1-4859473 

•6729713 

24*2973693 

16*3514331           I 

21 

1-5156662 

•6597758 

257833166 

17-0112089 

22 

1-5459795 

•6468390 

27*2989828 

17*6580479 

23 

1-5768991 

•6341559 

28  8449623 

18*2922038 

24 

1-6084371 

•6217216 

30-4218614 

18*9139254 

25 

1-6406058 

'6095308 

32*0302985 

19*5234562 

26 

1-6734179 

•5975791 

33  -6709043 

i 
20*1210353 

27 

1-7068863 

•5858621 

35*3443222 

20-7068974 

28 

1-7410240 

•5743747 

37-0512085 

21-2812721 

29 

1-7758445 

•5631123 

38*7922325 

21  -8443844 

30 

1-8113614 

•5520709 

40-5680770 

22-3964553 

31 

1-8475886 

•5412460 

42*3794384 

22-9377013 

32 

1*8845404 

•5306332 

44*2270270 

23*4683345 

33 

1-9222312 

•5202287 

46-1115674 

23-9885632 

34 

1-9606758 

•5100282 

48*0337986 

24*4985914 

35 

1-9998893 

•5000276 

49*9944744 

24*9986190 

36 

2*0398871 

•4902231 

51*9943637 

25*4888421 

37 

2-0806848 

•4806109 

54*0342508 

25*9694530 

38 

2*1222985 

•4711872 

56-1149356 

26*4406402 

39 

2-1647445 

•4619482 

58-2372341 

26-9025884 

40 

2*2080394 

•4528904 

60*4019786 

27-3554788 

41 

2  2522002 

•4440102 

62-6100180 

27*7994890 

42 

2-2972442 

•4353041 

64-8622182 

28*2347931 

43 

2*3431891 

•4267687 

67  1594624 

28*6615618 

44 

2*3900529 

•4184007 

69*5026515 

29*0799625 

45 

2-4378540 

•4101968 

71-8927044 

29*4901593 

46 

2*4866111 

•4021537 

74-3305584 

29*8923130 

47 

2*5363433 

•3942684 

76-8171695 

30*2865814 

48 

2*5870702 

•3865377 

79-3535128 

30-6731191 

49 

2*6388116 

•3789584 

81*9405830 

31-0520775 

50 

2*6915878 

•3715279 

84  -5793946 

31  '4236054 
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2  per  cent 


Interval 

i 
Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

<i+0». 

t*. 

£n|. 

annum  aH\. 

51 

27454196 

•3642430 

87-2709824 

31  -7878484 

52 

2-8003280 

•3571010 

90  0164020 

32*1449494 

53 

2-8563346 

•3500990 

92*8167300 

82*4950484 

54 

2*9134613 

•3432343 

95*6730646 

32-8382827 

55 

2-9717305 

•3365042 

98*5865259 

33-1747869 

56 

3-0311651 

•3299062 

101T.f>82564 

33  '5046931 

57 

3*0917884 

•3234374 

104-5894215 

33*8281305 

58 

3*1536242 

•3170954 

107*6812099 

34*1452259 

59 

3*2166967 

■3108779 

110-8348341 

34*4561038 

60 

3*2810306 

•3047823 

114*0515308 

34*7608861 

61 

3-3466512 

•2988061 

117*3325614 

35*0596922 

62 

3*4135842 

•2929471 

120-6792126 

35*3526393 

63 

3-4818559 

•2872031 

124-0927968 

35*6398424 

64 

8-5514930 

•2815717 

127  5746527 

35*9214141 

65 

3*6225229 

•2760506] 

131-1261457 

36*1974647 

66 

3*6949734 

•2706379 

134*7486686 

36*4681026 

67 

3*7688729 

•2653313 

138*4436420 

36*7334339 

68 

3-8442504 

•2601287 

142*2125149 

36*9935626 

69 

3*9211354 

•2550281 

146-0567653 

37*2485907 

70 

3*9995581 

•2500276 

149*9779007 

37-4986183 

71 

4-0795493 

•2451251 

153-9774588 

37-7437434 

72 

4*1611403 

•2403187 

158-0570081 

37*9840621 

73 

4*2443631 

•2356067 

162-2181484 

38*2196688 

74 

4*3292504 

•2309869 

166-4625115 

88*4506557 

75 

4*4158354 

'2264577 

1707917619 

38*6771134 

76 

4*5041521 

•2220174 

175*2075973 

38*8991308 

77 

4*5942351 

•2176641 

1797117494 

39*1167949 

78 

4*6861198 

•2133961 

184*3059845 

39*3301910 

79 

4*7798422 

'2092119 

188*9921043 

39*5394029 

80 

4*8754390 

•2051098 

1937719465 

39*7445127 

81 

4*9729478 

•2010880 

198-6473855 

39*9456007 

82 

5*0724068 

•1971450 

203*6203333 

40-1427457 

83 

5  1738549 

•1932794 

208-6927401 

40*3360251 

84 

5*2773320 

•1894897 

213*8665950 

40*5255148 

85 

5*8828786 

•1857742 

219*1439270 

40*7112890 

86 

5*4905362 

•1821315 

224-5268056 

40*8934205 

87 

5*6003469 

•1785604 

230*0173418 

41*0719809 

88 

5*7123538 

•1750592 

235-6176887 

41-2470401 

89 

5*8266009 

•1716266 

241-3300425 

41*4186667 

90 

5*9431329 

•1682614 

247*1566434 

41*5869281 

91 

6*0619956 

'1649622 

253-0997768 

41-7518908 

92 

6*1832355 

•1617276 

259  1617719 

41*9136179 

93 

6*3069002 

•1585565 

265-3450074 

42*0721744 

94 

6*4330382 

•1554476 

271*6519076 

422276220 

95 

6  5616990 

•1523995 

278-0849458 

423800215 

96 

6*6929330 

•1494113 

284-6466448 

42  5294328 

97 

6*8267917 

•1464817 

291  -3395778 

42*6759145 

98 

6*9633275 

•1486095 

298  1663695 

42*8195240 

99 

7*1025941 

•1407936 

305*1296970 

42*9603176 

100 

7*2446460 

•1380330 

312*2322911 

43  0983506 

Perpetuity 


50  0000000 


412 


INTEREST  AND  ANNUITIES-CERTAIN 


2  J  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

». 

(1+9*. 

V". 

$?• 

annum  a^. 

] 

1  0225000 

•9779950 

1  -ooooooo 

•9779950 

2 

1  '0455063 

•9564744 

2-0225000 

1  '9344694 

3 

1  "0690302 

•9354272 

3-0680063 

2*8698966 

4 

1*0930834 

•9148434 

4*1370365 

3*7847400 

5 

1-1176778 

•8947122 

5*2301199 

4-6794522 

6 

1  -1428256 

•8750242 

6*3477977 

5*5544764 

7 

1  1685392 

•8557694 

7*4906233 

6*4102458 

8 

1*1948313 

•8369384 

8*6591625 

7-2471842 

9 

1-2217150 

•8185216 

9*8539938 

8*0657058 

10 

1*2492036 

•8005100 

11-0757088 

8*8662158 

11 

1-2773107 

•7828950 

12*3249124 

9*6491108 

12 

1  -3060502 

■7656675 

13-6022231 

10-4147783 

13 

1  3354363 

•7488192 

14-9082733 

11-1635975 

14 

1  '3654836 

•7323413 

16*2437096 

11  -8959388 

15 

1-3962070 

•7162262 

17*6091932 

12*6121650 

16 

1-4276217 

•7004658 

19*0054002 

13-3126308 

17 

1-4597432 

•6850520 

20*4330219 

13*9976828 

18 

1-4925874 

•6699776 

21*8927651 

14-6676604 

19 

1-5261706 

•6552349 

23-3853525 

15*3228953 

20 

1  -5605094 

•6408164 

24-9115231 

15*9637117 

21 

1-5956209 

•6267153 

26*4720325 

16*5904270 

22 

1-6315224 

•6129246 

28-0676534 

17-2033516 

23 

1-6682317 

•5994373 

29*6991758 

17-8027889 

24 

1 7057669 

■5862467 

31-3674075 

18*3890356 

25 

1-7441467 

•5733464 

33*0731744 

18-9623820 

26 

1-7833900 

•5607300 

34-8173211 

19-5231120 

27 

1-8235163 

■5483911 

36*6007111 

20*0715031 

28 

1-8645454 

-5363239 

38-4242274 

20*6078270 

29 

1-9064977 

•5245221 

40*2887728 

21-1323491 

30 

1*9493939 

•5129801 

42-1952705 

21  6453292 

31 

1-9932553 

•5016921 

44*1446644 

22  1470213 

32 

2-0381035 

•4906523 

46-1379197 

22*6376736 

33 

2*0839608 

•4798556 

48-1760232 

23*1175292 

34 

2-1308499 

•4692963 

50*2599840 

23-5868255 

35 

2-1787940 

•4589695 

52*3908339 

24*0457950 

36 

2-2278169 

•4488700 

54-5696279 

24*4946650 

37 

2*2779428 

•4389927 

567974448 

24-9336577 

38 

2-3291965 

•4293328 

59-0753876 

25*3629905 

39 

2*3816034 

•4198852 

61-4045841 

25*7828757 

40 

2-4351895 

•4106457 

63-7861875 

26*1935214 

41 

2*4899813 

•4016096 

66-2213770 

26*5951310 

42 

2-5460059 

•8927722 

68*7113583 

26*9879032 

43 

2*6032910 

-3841293 

71*2573642 

27*3720325 

44 

2*6618650 

•3756765 

73-8606552 

27-7477090 

45 

2-7217570 

•3674098 

76-5225202 

28-1151188 

46 

2*7829965 

•3593250 

79*2442772 

28-4744438 

47 

28456139 

•3514181 

82*0272737 

28-8258619 

»  f 

48 

2-9096402 

•3436852 

84-8728876 

29-1695471 

49 

2-9751071 

•3361224 

87  -7825278 

29*5056695 

50 

3-0420470 

•3287262 

90-7576349 

29*8343957 

INTEREST  AND  ANNUITIES-CERTAIN 


413 


2  J  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

u. 

(!+*)». 

V*. 

Snl. 

annum  anu 

51 

3-1104931 

•3214924 

93*7996819 

30*1558881 

52 

3*1804792 

•3144181 

96  9101750 

30*4703062 

53 

3*2520400 

'3074994 

100*0906542 

30-7778056 

54 

3*3252109 

•3007328 

103*3426942 

31*0785384 

55 

3-4000281 

-2941153 

106-6679051 

31  -3726537 

56 

3  4765287 

-2876433 

110-0679332 

31*6602970 

57 

3*5547506 

•2813137 

113-5444619 

31-9416107 

58 

3-6347325 

•2751234' 

117*0992125 

32-2167341 

59 

3*7165140 

•2690694 

120*7339460 

32-4858035 

60 

3'8001356 

•2631485 

124-4504590 

327489520 

61 

3-8856387 

•2573581 

128*2505946 

33*0063101 

62 

3-9780656 

•2516949 

1321362333 

33*2580050 

63 

4*0624596 

•2461563 

136*1092989 

33-5041613 

64 

4-1538649 

•2407397 

140*1717585 

33-7449010 

65 

4*2473269 

'2354423 

144-3256234 

33-9803433 

66 

4*3428918 

•2302614 

148*5729503 

34-2106047 

67 

4-4406069 

•2251945 

152-9158421 

34-4357992 

68 

4-5405206 

•2202392 

157*3564490 

34*6560384 

69 

4-6426823 

•2153928 

161*8969696 

84-8714312 

70 

4-7471427 

•2106530 

166*5396519 

35*0820842 

71 

4-8539534 

■2060177 

171*2867946 

35*2881019 

72 

4*9631674 

•2014843 

176-1407480 

35-4895862 

73 

5*0748387 

•1970507 

181*1039154 

35-6866369 

74 

5*1890226 

•1927146 

186*1787541 

35-8793515 

75 

5  3057756 

•1884739 

191-8677767 

36*0678254 

76 

5*4251556 

•1843266 

196-6735523 

36-2521520 

77 

5-5472216 

•1802705 

202*0987079 

36-4324225 

78 

5-6720341 

"1763036 

207*6459295 

36*6087261 

79 

57996549 

•1724241 

213-3179636 

36-7811502 

80 

5*9301471 

'1686300 

219-1176185 

36*9497802 

81 

6-0635754 

'1649192 

225-0477656 

37*1146994 

82 

6*2000058 

•1612902 

231*1113410 

37*2759896 

83 

6*3395059 

•1577410 

237-3113468 

37-4337306 

84 

6*4821448 

•1542700 

243*6508527 

37*5880006 

85 

6  6279931 

•1508753 

250*1329975 

377388769 

86 

6-7771229 

•1475553 

256-7609906 

37*8864312 

87 

6*9296082 

•1443083 

263*5381135 

38-0307395 

88 

7*0855244 

•1411328 

270*4677217 

38-1718723 

89 

7*2449487 

•1380272 

277-5532461 

38-3098995 

90 

7*4079600 

•1349900 

284*7981948 

38-4448895 

91 

7*5746391 

-1320195 

292-2061548 

38-5769090 

92 

77450685 

•1291145 

2997807939 

38*7060235 

93 

7*9193325 

•1262733 

307-5258624 

38-8322968 

94 

8-0975175 

•1234947 

315*4451949 

38-9557915 

95 

82797116 

•1207772 

323  5427124 

39-0765687 

96 

8*4660051 

•1181195 

331  '8224240 

39-1946882 

97 

8-6564902 

•1155203 

340*2884291 

39*3102085 

98 

8*8512612 

•1129783 

348-9449193 

39-4231868 

99 

9-0504146 

•1104922 

3577961805 

39-5336790 

100 

9*2540489 

•1080608 

366-8465951 

39*6417398 

Perpetuity 


44*4444444 


414 


INTEREST  AND  ANNUITIES-CERTAIN 


2\  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

(1+i)*. 

I*. 

Sn\' 

annum  a^j. 

1 

1  -0250000 

•9756097 

1-0000000 

•9756097 

2 

1  0506250 

'9518144 

2*0250000 

1  -9274241 

3 

1-0768906 

•9285994 

3*0756250 

2*8560235 

4 

1-1038129 

•9059506 

4-1525156 

3-7619741 

5 

1-1314082 

•8838542 

5*2563285 

4-6458283 

6 

1*1596934 

'8622968 

6*3877367 

5*5081251 

7 

1-1886857 

•8412652 

7*5474301 

6  3493903 

8 

1-2184028 

•8207466 

8-7361158 

7-1701369 

9 

1  -2488629  - 

•8007284 

9*9545186 

7-9708653 

10 

1-2800845 

•7811984 

11-2033815 

8-7520637 

11 

1*3120866 

•7621447 

12-4834660 

9-5142084 

12 

1*3448888 

•7435559 

13*7955526 

10-2577643 

13 

1-3785110 

•7254203 

15-1404414 

10-9831846 

14 

1-4129738 

•7077272 

16-5189524 

11-6909118 

16 

1-4482981 

'6904655 

17-9319262 

12-3813773 

16 

1-4845056 

•6736250 

19*3802243 

13*0550023 

17 

1-5216182 

•6571950 

20*8647299 

13-7121973 

18 

1-5596587 

•6411659 

22-3863481 

14-3533632 

19 

1-5986502 

•6255279 

23-9460068 

14-9788911 

20 

1*6386165 

•6102710 

25*5446570 

15*5891621 

21 

1-6795819 

•5953863 

27-1832735 

16-1845484 

22 

1-7215714 

•5808647 

28*8628554 

167654131 

23 

1*7646107 

•5666973 

30*5844268 

17-3321104 

24 

1-8087260 

•5528753 

32-3490375 

17*8849857 

25 

1*8539442 

•5393906 

34-1577635 

18*4243763 

26 

1*9002928 

•5262347 

36-0117077 

18-9606110 

27 

1-9478001 

•5133996 

37*9120005 

19-4640106 

28 

1*9964951 

•5008778 

39*8598006 

19*9648884 

29 

2-0464075 

•4886612 

41-8562957 

20*4535496 

30 

2-0975677 

•4767427 

43  -9027032 

-  20*9302923 

31 

21500069 

•4651149 

46*0002709 

21  '3954072 

32 

2-2037571 

•4537705 

48-1502778 

21*8491777 

33 

2*2588510 

•4427030 

50*3540349 

22-2918807 

34 

2-3153223 

•4319053 

52*6128859 

22*7237860 

35 

2-3732054 

•4213711 

64*9282082 

23-1461571 

36 

2-4325355 

•4110937 

57-3014136 

23*5562508 

37 

2-4933189 

•4010671 

59*7339491 

23*9573179 

38 

2*5556826 

•3912850 

62*2272980 

24*3486029 

39 

2-6195747 

•3817414 

64*7829806 

24*7803443 

40 

2-6850641 

•3724306 

67  '4025553 

26*1027749 

41 

2-7521907 

•3633469 

70  0876194 

25*4661218 

42 

2*8209955 

-3544849 

72-8398101 

25*8206067 

43 

2*8915204 

•3458389 

75-6608056 

26*1664456 

44 

2*9638084 

•3374038 

78-5523260 

26*5038494 

45 

3-0379036 

•3291745 

81*5161344 

26*8330239 

46 

3-1138512 

•3211457 

84*5540380 

27*1541696 

47 

3*1916975 

•3133129 

87  -6678892 

27*4674825 

48 

3  2714899 

•3056712 

90*8595867 

277731537 

49 

3*3532771 

•2982158 

94-1310766 

28*0713695 

50 

3*4371090 

•2909422 

97-4843537 

28*3623117 

INTEREST  AND  ANNUITIES-CERTAIN 


415 


2£  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

w. 

(l+i)». 

t*. 

SnL 

annum  o„j. 

51 

3*5230367 

•2838461 

100*9214627 

28*6461578 

52 

3*6111126 

•2769230 

104*4444994 

28*9230808 

53 

37013904 

•2701687 

108*0556120 

29-1932495 

54 

3*7939252 

.2635792 

111*7570024 

29-4568287 

55 

3*8887733 

•2571505 

115*6509276 

297139792 

56 

3*9859926 

•2508786 

119*4397009 

29*9648578 

57 

4*0856424 

•2447596 

123*4256935 

30*2096174 

58 

4*1877835 

•2387898 

127-6113359 

30-4484072 

59 

4-2924781 

•2329656 

131*6991194 

30*6813728 

60 

4*3997901 

•2272836 

135*9915975 

30*9086564 

61 

4*5097849 

•2217401 

140*3913876 

31-1303965 

62 

4  6225295 

•2163318 

144-9011726 

31*3467283  . 

63 

4*7380927 

'2110554 

149*5237020 

31*5577837 

64 

4*8565450 

•2059077 

154-2617947 

31*7636914 

65 

4*9779586 

•2008856 

159*1183397 

31*9645770 

66 

5*1024076 

•1959859 

164*0962983 

32-1605629 

67 

5*2299678 

•1912057 

169*1987059 

32*3517686 

68 

5*3607170 

•1865422 

174*4286737 

32*5383108 

69 

5*4947349 

-1819924 

179*7893907 

32*7208032 

70 

5*6321033 

•1775536 

185*2841256 

32*8978568 

71 

5*7729059 

•1732230 

190*9162289 

38*0710798 

72 

5*9172285 

-1689980 

196-6891348 

33*2400778 

73 

6*0651592 

•1648762 

202*6063633 

33*4049540 

74 

6*2167882 

'1608548 

208*6715225 

33*5658088 

75 

6*3722079 

•1569315 

214*8883107 

33-7227403 

76 

6*5315131 

'1531039 

221*2605186 

33*8758442 

77 

6*6948009 

•1493697 

227-7920317 

34*0252139 

78 

6*8621709 

•1457265 

234*4868326 

34*1709404 

79 

7*0337252 

•1421722 

241*3490035 

34*3131126 

80 

7*2095683 

•1387046 

248*3827287 

34*4518172 

81 

7*3898075 

•1353215 

255*5922970 

1 

34-5871387 

82 

7*5745527 

•1320210 

262*9821045 

34*7191597 

83 

77639165 

•1288010 

270*5566572 

34*8479607 

84 

7*9580144 

•1256595 

278*3205737 

34*9736202 

85 

8*1569648 

1225946 

286*2785881 

35  0962148 

86 

8*3608889 

1196045 

294  1355529 

36*2158193 

87 

8*5699111 

•1166873 

302*7964418 

86*3825066 

88 

8*7841589 

•1138413 

311*3663529 

35*4463479 

89 

9  0037629 

•1110647 

320*1505118 

85*5574126 

90 

9*2288570 

•1083558 

329  1542747 

85*6657684 

91 

9*4595784 

•1057129 

338-8831317 

35*7714813 

92 

9*6960679 

•1031346 

847*8427101 

36-8746159 

93 

9*9384696 

•1006191 

857-5387780 

35-9752350 

94 

10  1869313 

'0981650 

867  4772476 

36-0734000 

95 

10*4416046 

•0957707 

377*6641789 

36-1691707 

96 

10*7026447 

•0934348 

888*1067835 

36*2626056 

97 

10*9702108 

•0911560 

898*8084282 

36-3537615 

98 

11*2444661 

•0889326 

409*7786390 

86*4426941 

99 

11*6255778 

•0867635 

421*0231051 

36*6294576 

100 

11*8187172 

•0846474 

432*5486829 

86*6141050 

Perpetuity 


40*0000000 


416 


INTEREST  AND  ANNUITIES-CEKTAIN 


2  J  per  cent 


Interval 

Amount  of  I 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

<l+0". 

r». 

S5i. 

annum  aH\. 

1 

1*0275000 

•9732360 

1-0000000 

•9732360 

2 

1  -0557563 

•9471882 

2-0275000 

1  '9204242 

3 

1  -0847896 

•9218378 

3*0832563 

2*8422620 

4 

11146213 

•8971658 

4-1680459 

3  7394278 

5 

1  -1452734 

•8731538 

5*2826672 

4*6125816 

6 

T1767684 

•8497850 

6*4279406 

5*4623666 

7 

T2091295 

•8270414 

7*6047090 

6*2894080 

8 

1  '2423806 

-8049066 

8*8138385 

7*0943146 

9 

1  '2765461 

•7833637 

10*0562191 

7*8776788 

10 

1-3116511 

•7623979 

11-3327652 

8*6400762 

11 

1-3477215 

•7419932 

12*6444163 

9*3820694 

12 

1  -3847838 

•7221343 

13-9921378 

10-1042037 

13 

1  '4228654 

•7028072 

15-3769216 

10*8070109 

14 

1-4619942 

•6839973 

16*7997870 

11-4910082 

15 

1  '5021990 

•6656908 

18-2617812 

12-1566990 

16 

1  '5435095 

•6478741 

19*7639802 

12*8045731 

17 

1  '5859560 

•6305346 

21-3074897 

13-4351077 

18 

1  -6295698 

•6136590 

22-8934457 

14-0487667 

19 

1  '6743830 

•5972350 

24*5230155 

14-6460017 

20 

1  -7204285 

•5812505 

26*1973985 

15-2272522 

21 

1  -7677403 

•5656940 

27*9178270 

15-7929462 

22 

1-8163532 

•5505536 

29*6855673 

16*3434998 

23 

1  '8663029 

■5358187 

31-5019205 

16-8793185 

24 

1-9176262 

•5214781 

33*3682234 

17*4007966 

25 

1  -9703609 

•5075211 

35*2858496 

17-9083177 

26 

2*0245458 

•4939380 

37-2562105 

18-4022557 

27 

2-0802208 

•4807182 

39*2807563 

18*8829739 

28 

2-1374269 

•4678522 

41-3609771 

19*3508261 

29 

2*1962061 

•4553306 

43*4984040 

19*8061567 

30 

2*2566018 

"4431442 

45*6946101 

20*2493009 

31 

2*3186583 

•4312840 

47*9512119 

20*6805849 

32 

2*3824214 

•4197410 

50-2698702 

21  -1003259 

33 

2-4479380 

•4085071 

52*6522916 

21-5088330 

34 

2*5152563 

•3975738 

55*1002296 

21  '9064068 

35 

2*5844258 

•3869331 

57*6154859 

22  2933399 

36 

2-6554975 

•3765773 

60-1999117 

22*6699172 

37 

2-7285237 

'3664986 

62'8554092 

23*0364158 

38 

2*8035581 

'3566896 

65-5839329 

23*3931054 

39 

2-8806559 

"3471431 

68-3874910 

23*7402485 

40 

2-9598739 

•3378522 

71*2681469 

24*0781007 

41 

3*0412704 

'3288099 

74-2280208 

24-4069106 

42 

3-1249053 

•3200097 

77*2692912 

24*7269203 

43 

3-2108402 

•3114449 

80*3941965 

25*0383652 

44 

3*2991383 

•3031094 

83-6050367 

25*3414746 

45 

3  '3898646 

•2949970 

86-9041750 

25-6364716 

46 

3-4830859 

•2871017 

90*2940396 

25-9235783 

47 

3-5788708 

•2794178 

937771255 

26*2029911 

48 

3*6772897 

•2719394 

97-3559963 

26*4749305 

49 

37784162 

'2646612 

101-0332860 

267395917 

50 

3-8823216 

•2575778 

104-8117012 

26-9971695 

INTEREST  AND  ANNUITIES-CERTAIN 


417 


2 1  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

*. 

o+o». 

*». 

StT|. 

annum  ani> 

51 

S'9890854 

'2506840 

108-6940228 

27-2478535 

52 

4*0987852 

•2439747 

112-6831082 

27-4918282 

53 

4-2115018 

•2374450 

116-7818934 

27  7292732 

54 

4-3273181 

-2310900 

120-9933952 

27  -9603632 

55 

4*4463193 

'2249051 

125*3207133 

28  1852683 

56 

4*5685931 

•2188858 

129*7670326 

28*4041541 

57 

4*6942294 

•2130275 

134  3356257 

28-6171816- 

58 

4*8233207 

•2073260 

139-0298551 

28*8245076 

59 

4*9559620 

•2017771 

143-8531758 

29*0262847 

60 

5-0922510 

•1963768 

148*8091378 

29-2226615 

61 

5  2322879 

•1911210 

153*9013888 

29-4187825 

62 

5*3761758 

•1860058 

159-1336767 

29*5997883 

63 

5-5240206 

•1810275 

164*5098525 

29-7808158 

64 

6-6759312 

•1761825 

170*0338731 

29*9569983 

65 

6-8320193 

•1714672 

175*7098043 

30*1284655 

66 

6-9923998 

•1668780 

181*5418236 

30*2953436 

67 

6*1571908 

•1624117 

187*5342234 

30-4577552 

68 

6-3265135 

•1580649 

193*6914142 

30*6158201 

69 

6-5004926 

•1538345 

200*0179277 

30-7696546 

70 

6-6792561 

•1497173 

206*5184203 

30*9193719 

71 

6  8629356 

•1457102 

213-1976764 

81-0650821 

72 

7*0516663 

•1418104 

220-0606120 

81-2068925 

73 

7*2455871 

•1380150 

227*1122783 

81-3449075 

74 

7*4448407 

'1343212 

234-3578654 

31-4792287 

75 

7*6495738 

■1307262 

241-8027061 

81*6099549 

76 

7-8599371 

•1272275 

249-4522799 

81*7371824 

77 

8*0760854 

'1238224 

257-3122170 

31*8610048 

78 

8-2981777 

-1205084 

265-3883024 

319815132 

79 

8-6263776 

•1172831 

273*6864801 

32*0987963 

80 

8*7608530 

'1141441 

282-2128577 

32*2129404 

81 

9*0017765 

•1110892 

290-9737107 

32-3240296 

82 

9*2493254 

•1081160 

299*9754872 

32*4321456 

83 

9*5036818 

'1052224 

309-2248126 

32-5373680 

84 

9*7650330 

'1024062 

318*7284944 

32*6397742 

85 

10*0335714 

'0996654 

3284935274 

32*7894396 

86 

10*3094946 

'0969979 

338*5270988 

32-8364375 

87 

10-5930057 

'0944019 

348*8365934 

32*9308394 

88 

10*8843134 

•0918753 

359-4295991 

83-0227147 

89 

11-1836320 

'0894164 

370-3139125 

38-1121311 

90 

11*4911819 

•0870232 

381*4975446 

33*1991543 

91 

11-8071894 

'0846942 

892*9887264 

83*2838485 

92 

12-1318871 

•0824274 

404-7959158 

33-3662759 

93 

12*4655140 

•0802213 

416*9278029 

33*4464972 

94 

12*8083156 

•0780743 

429*3933169 

83-5245715 

95 

13-1606443 

•0759847 

442*2016325 

33-6005662 

96 

18-5224593 

•0739510 

455*3621768 

33*6745072 

97 

18  8943269 

•0719718 

468*8846361 

83*7464790 

98 

14*2764209 

•0700456 

482*7789630 

33*8165246 

99 

14-6690225 

•0681709 

497-0553839 

33-8846956 

100 

15-0724206 

'0663463 

511-7244064 

33-9510418 

Perpetuity 


36*3636364 


VOL.  Ill 


27 


418 


INTEREST  AND  ANNUITIES-CERTAIN 


3  per  cent 


Interval 

Amount  of  1 

Pre 6ent  value  of  1 

Amount  of  1  per  annum 

• 

Present  value  of  1  per 

n. 

0+i)". 

*•». 

£5. 

annum  o^f. 

1 

1-0300000 

•9708737 

1  -ooooooo 

•9708737 

2 

1*0609000 

•9425960 

2-0300000 

1  9134697 

8 

1  0927270 

-9151416 

3*0909000 

2*8286113 

4 

1*1255088 

•8884870 

4-1836270 

37170983 

6 

1-1592741 

'8626088 

5*3091358 

4*6797071 

6 

1*1940523 

-8374844 

6*4684099 

5-4171915 

7 

1  '2298739 

•8130916 

7  '6624622 

6*2302831 

8 

1-2667701 

'7894092 

8*8923361 

7*0196923 

9 

1*3047732 

•7664167 

10-1591062 

77861090 

10 

1*3439164 

•7440940 

11-4638794 

8*5302030 

11 

1-3842339 

•7224212 

12-8077958 

i 
9'2526242 

12 

1  -4257609 

•7013798 

14*1920297 

9*9540040 

13 

1  -4685337 

•6809515 

15*6177906 

10*6349555 

14 

1-6125897 

•6611179 

17-0863243 

11*2960734 

16 

1-5579674 

-6418619 

18-6989140 

11*9379353 

16 

1-6047064 

•6231670 

20-1568814 

12-5611023 

17 

1-6528476 

•6050164 

21-7615878 

13-1661187 

18 

1-7024330 

■6873947 

23*4144354 

137535134 

19 

1-7535060 

•5702860 

25*1168684 

14*3237994 

20 

1-8061112 

•5536758 

26*8703744 

14-8774762 

21 

1-8602945 

•5375492 

28*6764856 

15*4150244 

22 

1*9161038 

•5218925 

30-5367801 

15*9369169 

28 

1  '9735864 

•6066917 

32*4528834 

16-4436086 

24 

2*0327940 

•4919338 

34*4264698 

16*9355424 

25 

2-0937778 

•4776055 

36-4592638 

17-4131479 

26 

2*1565911 

•4636947 

38*5530416 

17-8768426 

27 

2-2212888 

•4501891 

40*7096327 

18-3270817 

28 

2*2879276 

•4370768 

42-9309215 

18-7641085 

29 

2-3565653 

•4243464 

45*2188490 

19*1884549 

30 

2*4272623 

'4119868 

47-5754143 

19-6004417 

31 

2-5000802 

•3999871 

50*0026766 

20*0004288 

32 

2-5750826 

•3883371 

52-5027568 

20*3887659 

33 

2*6523351 

•3770263 

55-0778394 

207657922 

34 

2*7319052 

•3660449 

67-7301745 

21*1318371 

35 

2*8138624 

•3553833 

60-4620797 

21  '4872204 

36 

2*8982783 

•3450324 

63-2759421 

21  '8322528 

37 

2*9852266 

'3349829 

66*1742204 

22-1672357 

38 

3*0747834 

•3252262 

69*1594470 

22-4924619 

39 

3*1670269 

•3157535 

72*2342304 

22-8082154 

40 

3*2620377 

•3065568 

75*4012573 

231147722 

41 

3*3598988 

•2976280 

78*6632950 

23-4124002 

42 

3*4606958 

•2889593 

82*0231938 

23-7013595 

43 

3-5645167 

•2805429 

85*4838896 

23*9819024 

44 

3-6714522 

•2723718 

89*0484063 

24  '2542742 

46 

37815958 

•2644387 

92*7198585 

24-5187129 

46 

3-8950487 

•2567366 

96*5014543 

24-7754495 

47 

4-0118950 

■2492587 

100*3964980 

25*0247082 

48 

4*1322519 

'  '2419988 

104-4083930 

25-2667070 

49 

4*2562195 

•2349503 

108*5406449 

25-5016573 

50 

4*3839061 

•2281071 

112-7968644 

25*7297644 

INTEREST  AND  ANNUITIES-CEETAIN 


419 


3  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

d+i)». 

*•». 

SHu 

annum  <£j. 

1   51 

4*5154233 

'2214632 

117*1807705 

25*9512276 

52 

4*6508860 

•2150128 

121-6961938 

26*1662404 

!   53 

4  7904126 

•2087503 

126*3470798 

26*3749907 

54 

4*9341250 

•2026702 

181  1374924 

26*5776609 

55 

5*0821488 

•1967671 

136-0716174 

26*7744280 

56 

5*2346138 

•1910361 

141*1537662 

26  9654641 

57 

5*3916517 

•1854719 

146*3883795 

27*1509360 

58 

5*5534013 

•1800698 

151*7800312 

27*8310058 

59 

5*7200033 

•1748250 

157-3334325 

27-5058308 

60 

5*8916034 

•1697381 

163-0534358 

27*6765639 

61 

6*0683515 

•1647894 

168*9450392 

27*8403583 

62 

6*2504020 

•1599897 

175-0183907 

28*0003430 

68 

6*4379141 

•1553298 

181*2637927 

28*1556728 

64 

6*6310515 

•1508057 

187*7017068 

28*3064785 

65 

6*8299830 

•1464133 

194*3327588 

28-4528918 

66 

7*0348825 

•1421488 

201-1627413 

28*5950406 

67 

7*2459290 

•1380085 

208*1976238 

28*7330491 

68 

7*4633069 

•1339889 

215*4435528 

28*8670380 

69 

7*6872061 

'1300863 

222*9068597 

28*9971243 

70 

7*9178223 

1262973 

230-5940658 

291234216 

71 

8*1553570 

•1226188 

238*5118881 

29*2460404 

72 

8*4000177 

•1190474 

246*6672451 

29*3650878 

73 

8*6520182 

•1155800 

255*0672628 

29*4806678 

74 

8*9115787 

•1122136 

2637192810 

29*5928814 

75 

9*1789261 

•1089452 

272*6308697 

29*7018266 

76 

9*4542939 

•1057720 

281*8097858 

29*8075986 

77 

9*7379227 

•1026913 

291*2640797 

29*9102899 

78 

10*0800604 

•0997003 

301*0020024 

30*0099902 

79 

10*3309622 

'0967964 

311*0820628 

30-1067866 

80 

10*6408911 

•0939771 

321*3630250 

80*2007637 

81 

10*9601178 

'0912399 

332*0039161 

30-2920036 

82 

11*2889213 

•0885824 

842-9640389 

80-3805860 

83 

11*6275889 

•0860023 

354*2529552 

30*4665888 

84 

11*9764166 

•0834974 

365*8805441 

30*5500857 

85 

12*3357091 

•0810655 

377*8569607 

30*6311512 

86 

12*7067804 

•0787043 

390  1926698 

30*7098556 

87 

13*0869538 

•0764120 

402*8984502 

307862675 

88 

13*4795624 

•0741864 

415*9854040 

80*8604539 

89 

13*8839493 

•0720256 

429*4649664 

30*9324795 

90 

14*3004678 

'0699278 

443*3489157 

310024073 

91 

14*7294818 

•0678911 

457*6493835 

31*0702984 

92 

15*1718663 

-0659136 

472*3788653 

31*1362120 

93 

15*6265073 

•0639938 

487*5502316 

81*2002058 

94 

16*0953025 

'0621299 

503*1767389 

81  -2623357 

95 

16-5781616 

•0603203 

519*2720414 

31*3226560 

96 

17*0755064 

•0586634 

535*8502030 

31*3812194 

97 

17*5877716 

•0568577 

552*9257094 

'   31*4380771 

98 

18*1154047 

•0552017 

570*6134810 

31*4932788 

99 

18*6588668 

0535938 

588*6288857 

31*5468726 

100 

19*2186328 

'0520328 

607*2877525 

31*5989054 

P 

erpetulty 

33*8333338 

420 


INTEREST  AND  ANNUITIES-CERTAIN 


3|  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  yalne  of  1  per 

w. 

(!+<)»■ 

««*. 

*fc 

annum  o*|. 

1 

1-0325000 

'9685229 

1  -ooooooo 

-9685229 

2 

1*0660563 

-9380368 

2*0325000 

1-9065597 

3 

1-1007031 

•9085102 

8-0985563 

2*8150699 

4 

1-1364760 

•8799180 

4-1992594 

8*6949829 

5 

1-1734115 

-8522160 

5-3357354 

4-5471989 

6 

1-2115474 

•8253908 

6*5091469 

5*8725897 

7 

1-2509227 

•7994100 

77206943 

6*1719997 

8 

1  -2915777 

•7742470 

8-9716170 

6*9462467 

9 

1*3335540 

•7498760 

10*2631947 

7*6961227 

10 

1-3768945 

•7262722 

11-5967487 

8*4223949 

11 

1-4216436 

•7034113 

12-9736432 

9*1258062 

12 

1  -4678470 

•6812700 

14-3952868 

9*8070762 

IS 

1-5155520 

'6598256 

*  15  8631338 

10*4669018 

14 

15648074 

•6390564 

17-3786858 

11*1059582 

15 

1-6156636 

•6189407 

18-9484932 

11-7248989 

16 

1  -6681727 

•5994583 

20-5591568 

12*3243572 

17 

1  -7223883 

•5805891 

22  2273295 

12*9049468 

18 

1-7783659 

•5623140 

23-9497178 

13*4672603 

19 

1-8361628 

•5446141 

25-7280837 

14*0118744 

20 

1  '8958381 

•5274712 

27  5642465 

14  5393456 

21 

1  -9574528 

•5108680 

29*4600846 

15-0502136 

22 

2-0210700 

•4947875 

31*4175374 

15*5450011 

23 

2*0867548 

•4792130 

33-4386074 

16-0242141 

24 

2-1545743 

•4641290 

35*5253622 

16*4883431 

25 

2*2245980 

•4495195 

87-6799365 

16*9378626 

26 

2-2968974 

'4353699 

39-9045345 

17*3732325 

27 

2-3715466 

•4216658 

42*2014319 

177948983 

28 

2-4486219 

•4083930 

44-5729785 

18-2032913 

29 

2-5282021 

•3955381 

47-0216004 

18-5988294 

30 

2*6103687 

•3830877 

49-5498025 

18*9819171 

31 

2*6952057 

•8710293 

52-1601712 

19*8529464 

82 

2*7827999 

•3593504 

54*8553769 

197122968 

33 

2-8732409 

•3480390 

57-6381768 

20*0603358 

34 

2*9666212 

•3370838 

60-5114177 

20*3974196 

35 

3*0630364 

•8264735 

63-4780389 

20*7238931 

86 

3-1625851 

•3161970 

66*5410753 

21*0400901 

87 

8*2653691 

•8062441 

69-7036604 

21  3463342 

38 

3  3714936 

•2966045 

72-9690295 

21*6429387 

39 

8-4810671 

•2872682 

76*3405231 

21  -9302069 

40 

3*5942018 

'2782259 

79-8215902 

22*2084328 

41 

3-7110134 

•2694682 

83-4157920 

22-4779010 

42 

3*8316213 

•2609862 

87*1268054 

22*7388872 

43 

3*9561490 

•2527711 

90*9584267 

229916583 

44 

4*0847238 

•2448146 

94-9145757 

28*2364729 

45 

4*2174773 

•2371086 

98-9992995 

23*4735815 

46 

4*3545453 

•2296451 

103-2167768 

23*7032266 

47 

4-4960680 

•2224166 

107-5713221 

23*9256432 

48 

4*6421902 

•2154155 

112*0673901 

24-1410587 

49 

4*7930614 

•2086349 

116*7095808 

24*3496936 

50 

4*9488359 

•2020677 

121*5026417 

24-5517613 

INTEREST  AND  ANNUITIES-CERTAIN 


421 


3\  per  cent 


Interval 

▲mount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

«. 

(1+i* 

*». 

ss\. 

annum  c£]. 

51 

5-1096731 

•1957073 

126-4514776 

247474686 

52 

5-2757375 

•1895470 

131-5611507 

24*9370156 

53 

5*4471990 

'1835806 

136-8368882 

25*1205962 

54 

5-6242330 

•1778020 

142*2840872 

25*2983982 

55 

5*8070206 

•1722054 

147*9083202 

25-4706086 

56 

5-9957488 

'1667848 

1537153408 

25*6373884 

57 

6-1906106 

•1615350 

1597110896 

257989234 

58 

6-3918054 

•1664503 

165-9017002 

25-9558737 

59 

6-5995391 

•1515257 

172*2935056 

26  1068994 

60 

6*8140241 

•1467562 

178*8930447 

26-2536556 

61 

7-0354799 

•1421367 

1857070688 

26*3957923 

62 

7*2641330 

•1376627 

1927425487 

26-6334550 

63 

7-5002173 

•1333295 

200-0066817 

26-6667845 

64 

7  7439744 

•1291327 

207*5068990 

267959172 

65 

7*9966536 

'1250680 

215*2508734 

26*9209852 

66 

8-2555123 

'1211312 

223*2465270 

27*0421164 

67 

8*5238164 

•1173184 

231*5020393 

27*1594348 

68 

8*8008404 

•1136255 

240*0258557 

27*2730603 

69 

9*0868677 

-1100489 

248*8266961 

27*3831092 

70 

9-3821909 

-1065849 

257*9135638 

27*4896941 

71 

9-6871121 

-1032299 

267*2957547 

27-5929240 

72 

10-0019432 

'0999806 

276*9828668 

27-6929046 

73 

10-3270064 

•0968335 

286-9848100 

277897881 

74 

10  6626341 

•0987855 

297-3118164 

27*8835236 

76 

11-0091697 

'0908334 

307-9744505 

27-9743670 

76 

11  -3669677 

•0879742 

818-9836202 

28  0623812 

77 

117363942 

'0852051 

330-3505879 

28-1475363 

78 

12-1178270 

-0825231 

342*0869821 

28-2300594 

79 

12*5116564 

'0799255 

354-2048091 

28*3099849 

80 

12*9182852 

•0774097 

8667164655 

28-3873946 

81 

18*3381295 

•0749780 

879*6347507 

28-4623676 

82 

137716187 

•0726181 

392*9728802 

28-5349807 

83 

14-2191963 

•0703275 

4067444989 

286053082 

84 

14-6813202 

•0681138 

420-9636952 

28  6734220 

85 

15-1684631 

•0659698 

435-6450154 

287393918 

86 

15*6511132 

-0638932 

450*8034785 

28*8032850 

87 

16  1597744 

•0618821 

466-4645917 

28*8651671 

88 

16*6849671 

•0599342 

482*6143661 

28-9251018 

89 

17-2272285 

•0580476 

499*2993332 

28*9831489 

90 

177871134 

•0562205 

516-5265617 

29*0393694 

91 

18*3651946 

•0544508 

634-3136751 

29-0938202 

92 

18*9620634 

'0527369 

652-6788697 

29  1465571 

98 

195783305 

•0510769 

671*6409331 

29  1976340 

94 

20*2146262 

'0494691 

591-2192636 

29*2471031 

95 

20*8716016 

'0479120 

611*4338898 

29-2950151 

96 

21-5499287 

•0464039 

632-3054914 

29*3414190 

97 

22*2503014 

'0449432 

653-8564201 

29  8863622 

98 

22-9734362 

'0435285 

676*1057215 

29-4298907 

99 

237200729 

•0421584 

699*0791677 

29*4720491 

100 

24-4909753 

•0408314 

7227992306 

29*5128805 

F 

erpetaity 

807692308 

422 


INTEREST  AND  ANNUITIES-CERTAIN 


3£  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

<!+<)•. 

t*». 

Sn\- 

annum  c£j. 

1 

1*0350000 

"9661837 

1  -ooooooo 

•9661837 

2 

1-0712250 

•9335106 

2*0350000 

1-8996943 

3 

1-1087179 

'9019428 

3-1062250 

2-8016371 

4 

1-1475230 

'8714422 

4-2149429 

3-6730793 

5 

1-1876863 

•8419732 

5  '3624659 

4-5150525    > 

6 

1  '2292553 

-8135006 

6-5501522 

i 
5*3285531 

7 

1  -2722792 

•7859910 

7*7794075 

6-1145441 

8 

1-3168090 

•7594116 

9-0516867 

6  8739556 

9 

1*3628973 

•7337310 

10*3684957 

7-6076866 

10 

1-4105987 

•7089188 

11-7313930 

8*3166054 

11 

1-4599697 

'6849458 

13-1419917 

9*0015512 

12 

1-5110686 

•6617883 

14*6019614 

9  6633345 

13 

1*5639560 

•6394043 

16-1130300 

10-3027388 

14 

1*6186945 

•6177818 

17*6769860 

10*9205206 

16 

1*6753488 

•6968907 

19-2956806 

11*5174113 

16 

1-7339860 

•5767058 

20*9710298 

12-0941171 

17 

1  -7946755 

•5572039 

22-7050158 

12-6513210 

18 

1*8574891 

•5383611 

24*4996908 

13-1896821 

19 

1-9225012 

•5201557 

26-3571799 

18-7098378 

20 

1-9897887 

'5025658 

28*2796811 

14*2124036 

21 

2*0594313 

•4855710 

30*2694698 

14*6979746 

22 

2-1315114 

•4691506 

32*3289011 

15-1671252 

23 

2*2061143 

•4532856 

34*4604125 

16*6204108 

24 

2*2833283 

•4379572 

36-6665268 

16*0583680 

25 

2-3632448 

•4231471 

38*9498551 

16'4815151 

26 

2*4459584 

•4088377 

41*3130999 

16-8903528 

27 

2-5315669 

•3950123 

437590583 

17-2853651 

28 

2-6201717 

•3816544 

46-2906252 

17-6670195 

29 

2-7118777 

•3687482 

48-9107969 

18-0367677 

30 

2*8067934 

-3562784 

51-6226746 

18-3920461 

31 

2-9050312 

'3442304 

54-4294680 

187362765 

32 

3-0067073 

•3325897 

57  '3344992 

19*0688662 

33 

3-1119421 

•3213427 

60*3412065 

19*3902089 

84 

3*2208601 

•3104761 

63*4531486 

197006850 

35 

3-3335902 

•2999769 

66*6740087 

20*0006619 

86 

3-4502659 

•2898327 

70-0076989 

20-2904946 

87 

3-5710252 

•2800316 

73-4578648 

20-5705262 

38 

3-6960111 

•2705619 

77-0288900 

20*8410881 

89 

3-8253715 

-2614125 

80*7249011 

21*1025006 

40 

3*9592595 

•2525725 

84*5502726 

21-3550731 

41 

4*0978336 

'2440314 

88*5095321 

21-5991045 

42 

4*2412578 

•2357791 

92*6073657 

21-8348836 

43 

4-3897018 

•2278059 

96  '8486235 

22*0626896 

44 

4*5433414 

•2201023 

101  '2383253 

22*2827918 

46 

4*7023583 

-2126592 

1067816667 

22*4954510 

46 

4-8669408 

•2064679 

110*4840250 

22*7009189 

47 

5*0372837 

•1985197 

115-3509658 

22*8994386 

48 

5*2135886 

'1918064 

120-3882495 

23*0912450 

49 

5*3960642 

•1853203 

125-6018381 

23*2765663 

50 

5*5849264 

•1790534 

130-9979023 

23*4556187 
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3J  per 

cent 

Interval 

Amount  of  I 

Presant  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 
51 

d+t)**. 

*». 

S»|. 

annum  ajjj. 

5*7803988 

•1 729984 

136*5828287 

23*6286171 

52 

5*9827128 

•1671482 

142*3632275 

23*7957658 

58 

6*1921077 

'1614959 

148*3459403 

23*9572612 

54 

6*4088315 

•1660347 

154-5380480 

24*1132959 

55 

6*6331406 

•1507582 

160*9468795 

24*2640541 

56 

6*8653005 

-1456600 

167*6800201 

24-4097141 

57 

7*1055860 

•1407344 

174*4453206 

24*5504485 

58 

7*3542815 

-1859752 

181-5509066 

24*6864287 

59 

7*6116814 

•1313770 

188*9051881 

24*8178007 

60 

7*8780902 

•1269343 

196*5168696 

24*9447350 

61 

8*1538234 

•1226418 

204*3949597 

25*0673768 

62 

8*4392072 

'1184945 

212*5487831 

25*1858718 

68 

8*7345795 

'1144874 

220-9879908 

25-3003587 

64 

9*0402898 

'1106159 

229*7225698 

25-4109746 

65 

9*3566999 

•1068768 

2387628596 

25-5178499 

66 

9*6841844 

•1032611 

248-1195595 

25-6211110 

67 

10*0231309 

•0997692 

257*8037439 

25*7208802 

68 

10*3789405 

'0963954 

267*8268748 

25*8172766 

69 

10*7370284 

•0931356 

278*2008153 

25*9104112 

70 

-  11*1128244 

•0899861 

2*8*9378437 

26  0003973 

71 

11*5017733 

•0869431 

800*0506681 

26*0873404 

72 

11*9043354 

•0840030 

311*5524414 

261713434 

73 

12*3209871 

•0811623 

823*4567768 

26*2525057 

74 

12*7522216 

•0784177 

335-7777639 

26*3809234 

75 

13*1985494 

•0757659 

348*5299855 

26*4066898 

76 

18*6604986 

'0732038 

361-7285349 

26*4798931 

77 

14*1386161 

•0707283 

375-3890335 

26*5506214 

78 

14*6334677 

•0683365 

389*5276496 

26*6189579 

79 

15*1456391 

•0660256 

404-1611173 

26*6849836 

80 

15*6757365 

•0637929 

419*3067564 

26*7487764 

81 

16*2243873 

•0616866 

434*9824929 

26*8104120 

82 

16*7922409 

•0595513 

451  '2068802 

26*8699633 

83 

17*3799693 

•0575375 

467*9991211 

26*9275008 

84 

17*9882682 

•0555918 

485*3790904 

26*9830926 

85 

18*6178576 

•0537119 

503-3673686 

27*0368045 

86 

19  2694826 

•0518956 

521-9852162 

27*0887000 

87 

19*9439145 

•0501406 

541  -2546988 

27*1388406 

88 

20*6419515 

•0484450 

561 '1986133 

27*1872856 

89 

21*3644198 

•0468068 

581-8405648 

27*2340924 

90 

221121745 

'0452240 

603*2049846 

27*2793164 

91 

22*8861006 

0436947 

625-8171591 

27*3280111 

92 

23-6871141 

•0422170 

648*2082597 

27  3652281 

93 

245161631 

•0407894 

671-8903788 

27-4060175 

94 

25*3742288 

'0394101 

696-4065369 

27*4454276 

95 

26*2623268 

0380774 

721-7807657 

27*4835050 

96 

27*1815082 

'0367897 

748*0430925 

27*5202947 

97 

28*1328610 

•0355456 

775*2246007 

27*5558403 

98 

29*1176111 

•0848436 

803*3574617 

27*5901839 

99 

80-1366240 

•0881822 

832*4749728 

27  '6233661 

100 

31*1914058 

0320601 

862*6115968 

27*6654262 

I 

'erpetuity 

28-6714286 

424 


INTEREST  AND  ANNUITIES-CERTAIN 


3|  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

(!+*)». 

• 

SJ. 

annum  a*-. 

1 

1  -0375000 

-9638552 

1  -ooooooo 

-9638552 

2 

1-0764063 

•9290172 

2*0375000 

1  -8928724 

3 

1-1167715 

-8954384 

3-1139063 

2-7883108 

4 

1-1586504 

•8630732 

4-2306778 

3*6513840 

5 

1-2020998 

•8318778 

5  3893282 

4-4832618 

6 

1-2471785 

•8018097 

6-5914280 

5*2850715 

7 

1-2939477 

•7728287 

7*8386065 

6*0579002 

8 

1-3424707 

•7448952 

9-1325542 

6*8027954 

9 

1-3928134 

•7179718 

10-4750249 

7  5207667 

10 

1  '4450439 

•6920205 

11-8678383 

8*2127872 

11 

1-4992330 

•6670076 

18-3128822 

8-8797948 

12 

1  '5554542 

•6428990 

14-8121152 

9'5226938 

13 

1  -6137837 

•6196616 

16*3675694 

10*1423554 

14 

1  -6743006 

•5972643 

17-9813531 

10*7396197 

15 

1-7370869 

•5756764 

19-6556537 

11-3152961 

16 

1-8022277 

'5548689 

21-3927406 

11-8701650 

17 

1-8698112 

-5348134 

23*1949683 

12*4049784 

18 

1-9399291 

•5154827 

25-0647795 

12*9204611 

19 

2*0126764 

•4968508 

27*0047086 

13-4173119 

20 

2*0881518 

•4788923 

29*0173850 

13-8962042 

21 

2  1664575 

'4615830 

81*1055368 

14-3577872 

22 

2-2476997 

•4448993 

33*2719943 

14*8026865 

23 

2-3319884 

•4288186 

35*5196940 

15*2315051 

24 

2*4194380 

•4133191 

37-8516824 

15  6448242 

25 

2*5101669 

-3983799 

40*2711204 

16  0432041 

26 

2-6042982 

'3839806 

42-7812873 

16-4271847 

27 

2*7019594 

•3701018 

45-3855855 

16*7972865 

28 

2-8032829 

•3567246 

48-0875449 

17*1540111 

29 

2-9084060 

'3438309 

50*8908278 

17-4978420 

30 

8-0174712 

•3314033 

53*7992338 

17*8292453 

31 

8-1306264 

'8194249 

56-8167050 

18*1486702 

82 

3*2480249 

•3078794 

59-9478314 

18*4565496 

88 

3*3698258 

•2967512 

63*1953563 

18*7533008 

34 

3-4961943 

•2860253 

66-5651821 

19*0393261 

35 

3  6273016 

•2756870 

70-0613764 

19*3150131 

86 

3-7633254 

•2657224 

73-6886780 

19-5807855 

37 

3*9044501 

•2561180 

77'4520034 

19-8368535 

38 

4*0508670 

•2468607 

81  '3564535 

20*0837142 

89 

4-2027745 

•2379381 

85'4073205 

20*3216523 

40 

4-3603785 

•2293379 

89-6100950 

20*5509902 

41 

4-5238927 

'2210486 

93-9704785 

20*7720388 

42 

4-6935387 

•2130589 

98*4943662 

20*9850977 

43 

4-8695464 

'2053579 

103*1879049 

21-1904656 

44 

5-0521544 

•1979854 

108*0574518 

21-3883910 

45 

5-2416102 

•1907811 

113-1096057 

21-5791721 

46 

5-4381706 

•1838854 

118*3512159 

217630675 

47 

5  6421020 

•1772389 

123-7893865 

21*9402964 

48 

5*8536808 

•1708327 

129*4314885 

22*1111291 

49 

6*0731938 

'1646580 

135-2851693 

22*2757871 

60 

6-3009386 

•1587065 

141-3583631 

22*4344936 
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3}  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amonnt  of  1  per  annum 

Present  value  of  1  per 

n. 

o+»>. 

V". 

Sni- 

annum  <£j. 

51 

6*5372238 

•1529701 

147-6598017 

22*5874637 

52 

67823697 

•1474411 

154*1965255 

22*7349048 

53 

7*0367086 

•1421119 

160*9788952 

22-8770167 

54 

7  -3005852 

•1369753 

168*0156038 

23*0139920 

55 

7*5743571 

'1320244 

175-3161890 

23*1460164 

56 

7-8583955 

•1272524 

182-8905461 

23*2732688 

57 

8*1530853 

•1226529 

1907489416 

23-3959217 

58 

8*4588260 

•1182197 

198  9020269 

23*5141414 

59 

87760320 

•1139467 

207  -3608529 

23*6280881 

60 

9*1051332 

•1098281 

216*1368849 

23-7379162 

61 

9-4465757 

•1058584 

225-2420181 

23-8437746 

62 

9  8008223 

•1020323 

234*6885938 

23-9458069 

63 

10-1683531 

•0983443 

244*4894161 

24-0441512 

64 

10*5496663 

•0947897 

254*6577692 

24*1389409 

65 

10*9452788 

•0913636 

265*2074355 

24-2303045 

66 

11-3557268 

•0880613 

276*1527143 

24*3183658 

67 

11-7815666 

•0848783 

287*5084411 

24*4032441 

68 

12-2233753 

•0818105 

299*2900077 

24*4850546 

69 

12*6817519 

•0788535 

811-5133830 

24*5639081 

70 

13-1573176 

•0760033 

324-1951349 

24-6399114 

71 

13*6507170 

•0732562 

837*3524525 

24-7131676 

72 

14*1626189 

•0706084 

351*0031695 

24*7837760 

73 

14-6937171 

-0680563 

365-1657884 

24*8518323 

74 

15-2447315 

-0655964 

879-8595055 

24-9174287 

75 

15-8164089 

•0632255 

895-1042370 

24-9806542 

76 

16-4095242 

•0609402 

410-9206459 

25*0415944 

77 

17-0248814 

•0587376 

427-3301701 

25*1003320 

78 

17-6633145 

•0566145 

444*3550515 

25*1569465 

79 

18*3256888 

-0545682 

462*0183660 

25-2115147 

80 

19-0129021 

•0525959 

480*3440548 

25*2641106 

81 

19*7258859 

•0506948 

499-3569569 

25*8148054 

82 

20-4656066 

•0488625 

519-0828428 

25*3636679 

83 

21  -2330668 

•0470964 

539*5484494 

25*4107643 

84 

22*0293068 

-0458941 

5607815162 

25*4561584 

85 

22*8554058 

'0437533 

582-8108230 

25*4999117 

86 

23*7124835 

•0421719 

605-6662288 

25-5420836 

87 

24*6017016 

•0406476 

629-3787123 

25*5827312 

88 

25-5242654 

•0391784 

653-9804139 

25-6219096 

89 

26-4814254 

•0377623 

679*5046793 

25*6596719 

90 

27*4744789 

•0363974 

705-9861047 

25*6960693 

91 

28*5047719 

•0350818 

733-4605836 

25-7311511 

92 

29-5737008 

•0338138 

761-9658555 

25*7649649 

93 

80*6827146 

•0325916 

791  '5390563 

25*7975565 

94 

81*8333164 

•0314136 

822-2217709 

25-8289701 

95 

33*0270658 

•0302782 

854*0550873 

25*8592483 

96 

84*2655808 

•0291838 

887*0821531 

25*8884321 

97 

35*5505401 

•0281290 

921-3477339 

25-9165611 

98 

36*8836854 

•0271123 

956*8982740 

25*9436734 

99 

38*2668236 

•0261323 

993*7819594 

25*9698057 

100 

39*7018295 

•0251878 

1032*0487830 

25-9949935 

Perpetuity 


26*6666667 


426 
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4  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

0+<)». 

r". 

5fl. 

annum  <£]. 

1 

1  '0400000 

'9615384 

1-0000000 

•9615384 

2 

1*0816000 

'9245562 

2-0400000 

1-8860946 

3 

1  '1248640 

'8889964 

3-1216000 

2-7750910 

4 

1-1698586 

'8548042 

4*2464640 

3-6298952 

5 

1*2166529 

•8219272 

5*4163226 

4-4518224 

6 

1-2653190 

•7903145 

6*6329755 

5-2421369 

7 

1-3159318 

•7599177 

7-8982945 

6*0020546 

8 

1  '3685691 

•7306902 

9*2142263 

6*7327448 

9 

1-4233119 

•7025866 

10-5827954 

7*4353314 

10 

1  '4802444 

•6755641 

12-0061073 

8*1108955 

11 

1  '5394542 

•6495810 

13-4863517 

8*7604765 

12 

1.6010324 

•6245970 

15*0258059 

9*3850735 

13 

1  -6650737 

•6005741 

16*6268383 

9*9856476 

14 

1-7316766 

•5774750 

18*2919120 

10*5631226 

15 

1-8009437 

•5552645 

20-0235886 

11-1183871 

16 

1  -8729814 

'5339081 

21  '8245323 

11-6522952 

17 

1-9479007 

■5133732 

23*6975137 

12*1656684 

18 

2*0258167 

'4936282 

25-6454144 

12*6592966 

19 

2*1068494 

'4746425 

27  6712311 

13*1339391 

20 

2*1911234 

•4563869 

29*7780805 

13*5903260 

21 

2-2787683 

'4388336 

31*9692039 

14*0291596 

22 

2*3699190 

■4219553 

34-2479722 

14-4511149 

23 

2-4647158 

•4057264 

36*6178912 

14*8568413 

24 

2-5633044 

•3901215 

39*0826070 

15*2469628 

25 

2*6658366 

•3751168 

41*6459114 

15-6220796 

26 

2*7724701 

•3606893 

44-3117480 

15*9827689 

27 

2-8833689 

•3468166 

47-0842181 

16-3295855 

28 

2-9987037 

•3334775 

49*9675870 

16-6630630 

29 

3*1186518 

•3206514 

52*9662907 

16*9837144 

30 

3  2433979 

'3083186 

56*0849425 

17-2920330 

31 

3-3731338 

'2964603 

59*3283404 

17*5884933 

32 

3*5080592 

■2850579 

62*7014742 

17*8735512 

33 

3*6483816 

•2740942 

66-2095384 

18*1476454 

34 

3-7943169 

•2635521 

69*8579150 

18-4111975 

35 

8*9460896 

•2534155 

73  6522319 

18*6646130 

86 

4*1039332 

•2436687 

77*5983215 

18*9082817 

37 

4*2680905 

•2342968 

81  -7022547 

191425785 

•   38 

4*4388141 

•2252854 

85*9703452 

19*3678639 

j   39 

4-6163667 

■2166206 

90*4091593 

19*5844845 

40 

4*8010214 

-2082890 

95  0255260 

197927735 

41 

4*9930623 

•2002779 

99-8265474 

19-9930514 

42 

5  1927848 

■1925749 

104*8196097 

20-1856263 

43 

5*4004962 

•1851682 

110-0123945 

20-3707945 

44 

5*6165160 

•1780464 

115*4128907 

20-5488409 

I   45 

5*8411766 

•1711984 

121-0294067 

20-7200393 

46 

6-0748237 

■1646139 

126-8705833 

20*8846532 

1   47 

6*3178166 

'1582826 

132*9454070 

21  -0429358 

1   48 

6*5705293 

•1521948 

139*2632236 

21-1951306 

49 

6*8333505 

■1463411 

145*8337529 

21*3414717 

50 

1 

7*1066845 

■1407126 

152*6671034 

21*4821843 
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4  per  ceut 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  l  per  annum 

Present  value  of  1  per 

n. 

(1+0*. 

*•». 

SSl. 

annum  On\. 

51 

7'3909519 

'1353006 

159-7737879 

21*6174849 

52 

7*6865900 

•1300967 

167*1647398 

21  -7475816 

53 

7*9940536 

-1250980 

174*8513298 

21  -8726746 

54 

8-3188157 

•1202817 

182-8453834 

21  '9929563 

55 

8*6463683 

'1156555 

191*1591991 

22*1086118 

56 

8*9922230 

•1112072 

199-8055674 

22*2198190 

57 

9*3519119 

•1069300 

208*7977904 

22-3267490 

58 

9*7259884 

•1028173 

218*1497023 

22-4295663 

59 

10-1150279 

•09S8628 

227*8756907 

22*5284291 

60 

10*5196290 

'0950604 

237*9907186 

22*6234895 

61 

109404142 

•0914042 

248*5108476 

227148937 

62 

11-8780308 

•0878887 

259*4507618 

22*8027824 

63 

11-8331520 

•0845083 

270-8287926 

22-8872907 

64 

12*3064781 

■0812580 

282*6619446 

22*9685487 

65 

12-7987372 

•0781327 

294-9684227 

23'0466814 

66 

13-3106867 

•0751276 

3077671599 

23-1218090 

67 

13-8481142 

•0722381 

321*0778466 

23*1940471 

68 

14-3968388 

'0694597 

334 '9209608 

23*2685068 

69 

14*9727124 

•0667882 

3493177996 

23*3302950 

70 

15-5716209 

•0642194 

364*2905120 

23-3945144 

71 

16*1944857 

•0617494 

379*8621329 

23*4562638 

72 

16*8422651 

•0593745 

396*0566186 

23*5156383 

73 

17-5159557 

•0570908 

412*8988837 

23-5727291 

74 

18*2165939 

•0548950 

430*4148394 

23*6276241 

75 

18-9452577 

•0527837 

448*6314333 

23*6804078 

76 

19*7030680 

'0507535 

467-5766910 

23*7311613 

77 

20  4911907 

•0488015 

487-2797590 

23*7799628 

78 

21-3108383 

•0469245 

507-7709497 

23  8268873 

79 

22-1632718 

•0451197 

529*0817880 

23*8720070 

80 

23*0498027 

•0433843 

551  2450598 

23*9153913 

81 

23*9717948 

•0417157 

574 '2948625 

23  9571070 

82 

24-9306666 

•0401112 

598-2666573 

23*9972182 

83 

25*9278933 

•0385685 

623*1973239 

24*0357867 

84 

26-9650090 

•0370851 

649*1252172 

24*0728718 

85 

28-0436094 

•0356588 

676-0902262 

24*1085306 

86 

29  1653538 

•0342873 

704  1338356 

24*1428179 

87 

80*3319680 

•0329685 

733*2991894 

24-1757864 

88 

31  '5452467 

•0317005 

763-6311574 

24*2074869 

89 

32*8070566 

•0304812 

795-1764041 

24-2379681 

90 

34-1193389 

•0293089 

827*9834607 

24*2672770 

91 

35*4841125 

•0281816 

862-1027996 

24*2954586 

92 

86-9034770 

•0270977 

897  '5869121 

24*3225563 

93 

38*3796161 

'0260555 

934*4903891 

24-3486118 

94 

39*9148007 

•0250534 

972-8700052 

24*3736652 

95 

41-5113927 

'0240898 

1012*7848059 

24*3977550 

96 

43-1718484 

•0231632 

1054*2961986 

24-4209182 

97 

44-8987223 

'0222724 

1097-4680470 

24-4431906 

98 

46-6946712 

•0214157 

1142-3667693 

24*4646063 

99 

48-5624580 

•0205920 

1189-0614405 

24*4851988 

100 

505049563 

•0198000 

1237-6238985 

24  5049983 

Perpetuity 


25  0000000 


428 
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4}  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

0+i)». 

t*». 

Sn\. 

annmn  a«i. 

1 

1  '0450000 

•9569377 

1  -ooooooo 

•9569377 

2 

1  '0920250 

•9157300 

2-0450000 

1  -8726677 

8 

1-1411661 

•8762966 

3  1370250 

2*7489643 

4 

1*1925186 

•8385614 

4  2781911 

3*5875257 

6 

1-2461819 

•8024510 

5*4707097 

4-3899767 

6 

1  -3022601 

■7678957 

6-7168916 

5*1678724 

7 

1-3608618 

•7348285 

8-0191517 

5-8927009 

8 

1-4221006 

•7031852 

9-3800185 

6-5958861 

9 

1  -4860951 

•6729045 

10*8021141 

7*2687906 

10 

1*5529694 

•6439276 

12*2882092 

7*9127182 

11 

1  -6228530 

•6161987 

13-8411786 

8-5289169 

12 

1-6958814 

•5896638 

15*4640816 

9-1185807 

18 

17721961 

•5642715 

17-1599130 

9*6828522 

14 

1*8519449 

•5399729 

18*9321091 

10-2228251 

15 

1-9352824 

•5167204 

20*7840540 

10*7395455 

16 

2*0223701 

•4944695 

22-7193364 

11*2340150 

17 

2-1133768 

•4731764 

247417065 

11*7071914 

18 

2-2084788 

•4528004 

26-8550833 

12-1599918 

19 

2*3078603 

•4333018 

29*0635621 

12*5932936 

20 

24117140 

-4146429 

31*3714224 

13-0079365 

21 

2*5202411 

•3967875 

33*7831364 

13*4047240 

22 

2*6336519 

•3797009 

36*3033775 

13*7844249 

28 

2-7621662 

•3633501 

38*9370294 

14*1477750 

24 

2*8760137 

•8477034 

41*6891956 

14*4954784 

25 

3-0054343 

•3327305 

44*5652093 

14-8282089 

26 

3*1406788 

•3184024 

47*5706436 

15-1466118 

27 

3-2820093 

•3046914 

507118224 

15*4518027 

28 

3-4296997 

•2915707 

53-9938317 

15*7428734 

29 

3-5840362 

•2790150 

57*4230314 

16-0218884 

80 

3-7453178 

•2670000 

61-0070676 

16*2888884 

81 

3-9188571 

•2555024 

64*7523854 

16*5443908 

82 

4-0899807 

•2444999 

68*6662425 

167888907 

38 

4-2740298 

•2339712 

72*7562232 

17-0228619 

34 

4*4663611 

•2238959 

77  -0802530 

17*2467578 

35 

4-6673473 

'2142544 

81*4966141 

17-4610122 

36 

4-8773779 

•2050281 

86*1639614 

17*6660403 

87 

5*0968599 

•1961992 

91*0413393 

17*8622395 

38 

5*3262186 

•1877605 

96*1881992 

18*0499900 

39 

6-5658984 

•1796655 

101*4644178 

18*2296555 

40 

5*8163638 

•1719287 

107-0303162 

18-4015842 

41 

6-0781002 

•1645251 

112*8466800 

18*5661093 

42 

6*3516147 

•1574403 

118-9247802 

18*7235496 

43 

6*6374374 

•1506605 

125*2763949 

18*8742101 

44 

6*9361221 

•1441728 

131  '9138323 

19*0183829 

45 

7  -2482476 

•1379643 

138*8499544 

19*1563472 

46 

7-5744187 

•1320233 

146*0982020 

19*2883705 

47 

7*9162675 

•1263381 

153*6726207 

19-4147086 

48 

8*2714545 

•1208977 

161*5878882 

19-5856063 

49 

8-6436700 

•1156916 

169*8593427 

19*6512979 

50 

9*0326852 

•1107096 

178*5030127 

19-7620075 
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4£  per  cent 


1 

Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

<l+0». 

t*. 

Sii|. 

annum  c£j. 

i 

51 

9*4391038 

'1059422 

187*5356479 

19*8679497 

52 

9'8(>38635 

•1013801 

196*9747517 

19-9693298 

53 

10*3077374 

•0970145 

206  8386152 

20*0663443 

54 

107715856 

•0928368 

217*1463526 

20-1591811 

55 

11-2563070 

-0888391 

227*9179382 

20*2480202 

56 

117628408 

•0850135 

239*1742452 

20-3380337 

57 

12*2921686 

•0813526 

250*9370860 

20-4143863 

58 

12-8453162 

•0778494 

263*2292546 

20*4922357 

59 

13*4233554 

•0744970 

276*0745708 

20*5667327 

60 

14*0274064 

•0712890 

289*4979262 

20-6380217 

61 

14*6586397 

'0682192 

303*5253326 

20*7062409 

62 

15-3182785 

-0652815 

818*1839723 

20*7715224 

63 

16*0076010 

•0624703 

333-5022508 

20-8339927 

64 

167279430 

•0597802 

349*5098518 

20-8937729 

65 

17*4807004 

•0572059 

366*2377948 

20*9509788 

66 

18  2673319 

•0547425 

3837184952 

21  -0057218 

67 

19*0893618 

-0523852 

401*9858271 

21  0581065 

68 

19*9483831 

-0501294 

421-0751889 

21*1082359 

69 

20*8460603 

•0479707 

441*0235720 

21-1562066 

70 

21*7841330 

'0459050 

461*8696323 

21-2021116 

71 

22*7644190 

'0439282 

483*6537653 

21-2460398 

72 

23-7888179 

'0420365 

506*4181843 

21*2880763 

73 

24*859-5147 

'0402264 

530*2070022 

21-3283027 

74 

25*9779839 

'0384941 

555*0663169 

21-3667968 

75 

27*1469932 

'0368365 

581*0443008 

21*4036333 

76 

28J686079 

'0352502 

608-1912940 

21-4388835 

77 

29*6451953 

'0337323 

636*5599019 

21-4726158 

78 

30*9792291 

•0322797 

666*2050972 

21-5048955 

79 

32*3732944 

•0808897 

697*1843263 

21*5357852 

80 

33*8300926 

•0295595 

729*5576207 

21-5653447 

81 

35*3524468 

•0282866 

763-3877183 

21-5936318 

82 

36*9433069 

•0270685 

798*7401601 

21-6206998 

83 

88*6057557 

•0259029 

835-6834670 

21-6466027 

84 

40*3430147 

•0247874 

874*2892227 

21-6713901 

85 

42-1584504 

•0237200 

914*6322374 

21*6951101 

86 

44*0555807 

•0226986 

956-7906878 

21-7178087 

87 

46*0380818 

•0217211 

1000-8462685 

21  '7395298 

88 

481097955 

•0207858 

1046-8848503 

21-7603156 

89 

50-2747363 

•0198907 

1094*9941458 

21  '7802063 

90 

52-5370994 

'0190342 

1145-2688821 

21  -7992405 

91 

54-9012689 

'0182145 

1197*8059815 

21-8174550 

92 

57-3718260 

•0174302 

1252-7072504 

21-8348852 

93 

59-9535582 

•0166796 

1310*0790764 

21*8515648 

94 

62*6514683 

•0159613 

1370*0326346 

21-8675261 

95 

65*4707844 

•0152740 

1432*6841029 

21*8828001 

96 

68*4169697 

•0146163 

1498  1548878 

21-8974164 

97 

71*4957333 

•0139868 

1566*5718570 

21-9114032 

98 

.   74-7130413 

'0133845 

1638-0675903 

21-9247877 

99 

78*0751282 

'0128082 

17127806316 

21*9375959 

100 

81-5885090 

•0122566 

1790*8557598 

21-9498525 

Perpetuity 


22*2222222 
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5  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

(i+0». 

V*. 

Sn|. 

annum  a*,. 

1 

1  -0500000 

-9523809 

1  0000000 

•9523809 

2 

1-1025000 

•9070294 

2  0500000 

1-8594103 

8 

1-1576250 

•8638376 

3-1525000 

27232479 

4 

1*2155063 

•8227024 

4-3101250 

3*5459503 

5 

1-2762816 

•7835262 

5*5256313 

4*3294765 

6 

1  -3400957 

•7462154 

6-8019129 

5-0756919 

7 

1-4071005 

•7106818 

8*1420086 

5-7863732 

8 

1-4774555 

■6768393 

9*5491091 

6  4632125 

9 

1-5513283 

-6446090 

11-0265646 

7-1078215 

10 

1  '6288947 

'6139133 

12  5778929 

7*7217348 

11 

1-7103394 

■5846793 

14*2067876 

8*3064141 

12 

1-7958564 

•5568374 

15-9171270 

8-8632515 

13 

1*8856492 

•5303214 

177129834 

9*3935729 

14 

1-9799317 

•5050679 

19-5986326 

9*8986408 

15 

2-0789283 

•4810171 

21*5785643 

10-8796579 

16 

2-1828747 

•4581114 

23-6574926 

10-8377693 

17 

2*2920184 

•4362967 

25*8403673 

11-2740660 

18 

2*4066193 

•4155207 

28*1323857 

11-6895867 

19 

2-5269503 

•3957339 

30-5390050 

12-0853206 

20 

2-6532978 

•3768894 

33-0659553 

12*4622100 

21 

2-7859627 

•8589423 

35-7192531 

12*8211523 

22 

2-9252608 

•3418499 

38*5052158 

13*1630022 

23 

3*0715238 

•3255713 

41-4304766 

13-4885735 

24 

3*2251000 

•3100679 

44-5020004 

13*7986414 

25 

3*3863550 

•2953027 

47*7271004 

14-0939441 

26 

3-5556728 

•2812407 

51*1134554 

14-3751848 

27 

3-7334564 

•2678483 

54*6691282 

14-6430331 

28 

3'9201292 

•2550936 

58*4025846 

14-8981267 

29 

4*1161357 

•2429463 

62-3227138 

15-1410730 

30 

4*3219425 

•2313774 

66-4388495 

15*3724504 

81 

4*5380396 

•2203595 

70-7607920 

15-5928099 

32 

47649416 

•2098661 

75*2988316 

15*8026760 

33 

5-0031887 

•1998726 

80*0637732 

16*0025486 

34 

5  '2533481 

'1903548 

85  0669619 

16*1929034 

35 

55160155 

•1812903 

90*3203100 

16-3741937 

36 

5-7918163 

•1726574 

95*8363255 

16*5468511 

87 

6-0814071 

•1644356 

101-6281418 

16*7112867 

38 

6*3854775 

•1566053 

107*7095489 

16-8678920 

39 

6*7047514 

•1491480 

114*0950264 

17*0170400 

40 

7  0399890 

•1420457 

120-7997778 

17*1590857 

41 

7*3919885 

•1352816 

127*8397668 

17*2943673 

42 

7-7615879 

•1288396 

135-2317553 

17*4232069 

43 

8-1496678 

•1227044 

142*9933432 

17-5459113 

44 

8-5571507 

•1168613 

151-1430105 

17*6627726 

45 

8*9850082 

•1112965 

159-7001612 

17*7740691 

46 

9-4342586 

•1059966 

168-6851694 

17*8800657 

47 

9-9059715 

•1009492 

178-1194280 

17*9810149 

48 

10*4012701 

•0961421 

188*0253995 

18*0771570 

49 

10*9213336 

•0915639 

198*4266696 

18-1687209 

50 

11-4674003 

•0872037 

209*3480032 

18*2559246 

1 
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5  per  cent 


Interval 

Amount  of  1 

Present  value  of  1 

Amount  of  1  per  annum 

Present  value  of  1  per 

n. 

0+i>". 

t*. 

Sn\. 

annum  an\. 

51 

12*0407708 

'0830512 

220-8154035 

18-3389758 

52 

12-6428088 

•0790963 

232*8561738 

18-4180721 

53 

13*2749492 

-0753299 

245-4989826 

18*4934020 

54 

13*9386967 

•0717427 

258-7739318 

18-5651447 

55 

14-6356315 

-0683264 

272-7126285 

18-6334711 

56 

15-3674131 

•0650728 

287-3482600 

18-6985439 

57 

16-1357838 

•0619741 

302-7156731 

18*7605180 

58 

16*9425730 

-0590229 

818*8514569 

18-8195409 

59 

17-7897017 

'0562123 

3357940299 

18*8757532 

60 

18-6791868 

-0535355 

353-5837316 

18*9292887 

61 

19*6131461 

"0509862 

372-2629184 

18-9802749 

62 

20-5938034 

•0485583 

391  -8760645 

19*0288332 

63 

21*6234936 

'0462460 

412-4698679 

19*0750792 

64 

227046683 

'0440438 

434*0933615 

19*1191230 

65 

23-8399017 

'0419465 

456*7980298 

19-1610695 

66 

25*0318968 

-0399490 

480*6379315 

19*2010185 

67 

26*2834916 

•0380467 

505-6698283 

19*2390652 

68 

27*5976662 

•0862350 

531*9533199 

19-2753002 

69 

28*9775495 

•0345095 

559*5509861 

19*3098097 

70 

30-4264270 

'0328662 

588*5285356 

19-3426759 

71 

81*9477484 

•0313011 

618*9549626 

19-3789770 

72 

83-5451358 

•0298106 

650-9027110 

19-4037876 

73 

35-2223926 

'0283910 

684*4478468 

19-4321786 

74 

36  9835122 

•0270391 

719*6702394 

19-4592177 

75 

38*8326878 

'0257515 

756*6537516 

19-4849692 

76 

40-7743222 

•0245252 

795*4864394 

19-5094944 

77 

42-8130383 

•0233574 

836*2607616 

19-5328518 

78 

44*9536902 

•0222451 

879*0737999 

19*5550969 

79 

47-2013747 

•0211858 

924*0274901 

19-5762827 

80 

49-5614434 

•0201770 

971*2288648 

19-5964597 

81 

52*0395156 

•0192162 

1020*7908082 

19*6156759 

82 

54-6414914 

•0183011 

1072-8298238 

19-6339770 

83 

57-8735660 

'0174296 

1127*4713152 

19*6514066 

84 

60*2422443 

•0165996 

1184*8448812 

19-6680062 

85 

63*2543565 

'0158092 

1245*0871255 

19*6838154 

86 

66-4170743 

•0150564 

1308*3414820 

19*6988718 

87 

69-7379280 

'0143394 

1374-7585563 

19*7132112 

88 

73-2248244 

•0136566 

1444*4964843 

19-7268678 

89 

76-8860656 

•0130063 

1517*7213087 

19-7898741 

90 

80-7303689 

'0123869 

1594*6073743 

19*7522610 

91 

84-7668873 

•0117971 

1675-3377432 

19*7640581 

92 

89*0052317 

•0112353 

1760  1046305 

19-7752934 

93 

93*4554933 

•0107003 

1849-1098622 

19-7859937 

94 

98*1282680 

•0101907 

1942-5653555 

19-7961844 

95 

103*0346814 

•0097055 

2040-6986235 

19-8058899 

96 

108-1864155 

'0092433 

2143-7283049 

19-8151332 

97 

113-5957363 

•0088081 

2251-9147204 

19*8239363 

98 

119-2755231 

•0083840 

2365*5104567 

19-8323203 

99 

125*2392993 

•0079847 

2484-7859798 

19-8403050 

100 

131  '5012643 

•007604S 

2610  0252791 

198479095 

Perpetuity 


20-0000000 


432 


INTEREST  ON  CAPITAL  IN  PARTNERSHIP 


Interest    on     Capital     In     Partnership.— Where 

partners  contribute  the  capital  and  take  their  drawings  exactly  in 
the  same  proportion  as  they  share  the  profits,  there  is  no  necessity  for 
making  any  provision  for  calculating  interest  upon  their  Capital  Accounts. 
But  such  a  state  of  matters  very  seldom  exists,  and  as  a  rule  it  is  most 
desirable  that  with  the  view  of  taking  into  account  the  capital  of  each 
partner  which  contributes  to  the  profits  of  the  business,  interest  should  be 
allowed  upon  Buch  capital  and  charged  upon  the  drawings.  Each  partner 
thus  obtains,  irrespective  of  his  share  of  the  profits  and  prior  to  the  divisible 
profits  being  ascertained,  interest  upon  the  money  he  has  invested  in  the 
business,  as  if  it  were  independently  invested. 

The  rate  of  interest  usually  taken  is  5  per  cent,  and  in  most  contracts 
of  copartnery  it  is  most  desirable  that  there  should  be  a  stipulation  that 
interest  at  this  rate  is  to  be  allowed  upon  all  the  capital  invested  in  the 
business,  and  charged  upon  the  capital  withdrawn.  Where  the  interest 
actually  earned  upon  the  capital  of  the  business  is  at  the  rate  of  5  per  cent, 
the  result  of  this  arrangement  is  absolutely  fair  under  all  circumstances, 
but  the  effect  of  assuming  such  a  rate  where  the  rate  actually  earned  is 
higher  or  lower  is  worthy  of  notice.  The  following  is  given  as  an 
illustration. 

Assume  that  in  a  business  £700  of  profit  is  earned,  and  that  interest  is 
charged  and  allowed  at  the  rate  of  5  per  cent  on  the  partners'  capital,  that 
the  capital  at  the  beginning  of  the  year  was  as  follows : — ^ 


W.  Clay 
T.  Watt 


£1000 
600, 


and  that  these  amounts  are  not  altered  during  the  year.  The  provision 
with  regard  to  profit  is  that  W.  Clay  gets  two-thirds  and  T.  Watt  one- 
third.  The  Profit  and  Loss  Appropriation  Account  and  the  Capital 
Accounts  would  be  as  follows : — 


Profit  and  Loss  Appropriation  Account 


£ 

s. 

d. 

Dec.  31.  To  Partners,  for  interest 

on  their  capital : — 

W.  Clay 

50 

0 

0 

T.  Watt 

30 

0 

0 

80 

0 

0 

,,  Partners  for  share  of 

profit : — 

W.Clay £413    6    8 

T.  Watt    206  13    4 

620 

0 

0 

700 

0 

0 

Dec.  31.  By  Profit  for  year 


£      «.    d. 
700    0    0 


700    0    0 


W.  Clay,  Capital  Account 


Dec.  31.  To  Balance    . 

£       8.    d. 
.1463     6     8 

£ 
Jan.     1.  By  Balance  .        .        .  1000 
Dec.  31.    „    Profit  and  Loss  (in- 
terest) .        .        .       50 
,,    Profit  and  Loss        .     413 

8. 

0 

0 
6 

0 

0 
8 

1463     6     8 

1463 

6 

8 
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T.  Watt,  Capital  Account 


Dec.  31.  To  Balance    . 

£       «.     d. 
.     836  13     4 

Jan.    1.  By  Balance  . 
Dec.  31.    ,,    Profit  and  Loss  (in- 
terest) . 
,,    Profit  and  Loss 

£      «. 

600    0 

30    0 
206  13 

d. 
0 

0 
4 

836  13     4 

836  13 

4 

If  any  additional  money  invested  in  the  business  would  have  resulted 
in  an  additional  gain  equivalent  to  5  per  cent  on  the  amount  so  invested, 
it  is  evident  that  the  partner  who  provided  this  sum  would  get  the  whole 
additional  profit,  and  this  is  as  it  should  be.  Suppose,  however,  that  any 
additional  capital  paid  into  the  business  would  have  resulted  in  an  additional 
profit  equivalent  to  10  per  cent  on  the  capital  so  put  in.  If  W.  Clay  pay 
£1000  additional  into  the  business  at  1st  January,  the  additional  profit 
would  be  £100,  and  the  Profit  and  Loss  Appropriation  Account  and 
Partners'  Capital  Accounts  would  be  as  follows : — 

Profit  and  Loss  Appropriation  Account 


£      «.   d. 
Deo.  31.  To  Partners,  for  interest 
on  their  capital : — 
W.Clay.        .        .     100    0    0 
T.  Watt .        .        .       30    0    0 


„  Partners,  for  share  of 
profit : — 

W.  Clay  £446  13    4 
T.  Watt    223     6    8 


130    0    0 


670    0    0 
800    0    0 


Dec.  31.  By  Profit  for  year 


£       «.    d. 
800    0    0 


800    0    0 


W.  Clay,  Capital  Account 


Dec.  81.  To  Balance   . 


£       f.     d. 
2546  13     4 


2546  13     4 


£  *.  d. 
Jan.     1.  By  Balance  .        .        .  2000  0  0 
Dec.  31.   ,,    Profit  and  Loss  (in- 
terest) .        .        .     100  0  0 
Profit  and  Loss        .     446  18  4 


i} 


2546  13    4 


T.  Watt,  Capital  Account 


Dec.  31.  To  Balance   . 

£      «.    d. 
.     853    6    8 

Jan.    1.  By  Balance  . 
Deo.  31.    ,,    Profit  and  Loss  (in- 
terest) . 
„    Profit  and  Loss 

£ 
600 

80 
223 

0 

0 
6 

d. 
0 

0 

8 

853    6    8 

853 

6 

8 

Of  the  additional  profit  of  £100  due  to  the  extra  capital  put  into  the 
business  by  W.  Clay,  he  gets  £83 : 6 : 8,  equivalent  to  8  J  per  cent  on  the 
additional  capital ;  and  the  balance,  £16 :  13 : 4,  goes  to  T.  Watt.  It  there- 
fore pays  W.  Clay  to  put  the  £1000  into  the  business,  unless  he  can  earn 
a  larger  rate  than  8£  per  cent  elsewhere. 

vol.  in  28 
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On  the  other  hand,  if  it  is  assumed  that  only  1  per  cent  is  made  by  the 
firm  on  the  additional  capital  of  £1000  paid  in  by  W.  Clay,  then  the 
Profit  and  Loss  Appropriation  Account  and  Partners'  Accounts  would  be 
as  follows : — 

Profit  and  Loss  Appropriation  Account 


£       8.    d. 
Dec.  31.  To  Partners,  for  interest 
on  their  capital : — 
W.Clay  .        .     100    0    0 

T.Watt.        .        .      80    0    0 


,,  Partners,  for  share  of 
profit : — 

W.Clay £386  13    4 
T.Watt    193    6    8 


130    0    0 


580    0    0 
710    0    0 


Dec.  31.  By  Profit  for  year 


&      s.   d. 
710    0    0 


710    0    0 


W.  Clay,  Capital  Account 


Deo.  31.  To  Balance   . 


£       9.    d. 

2486  13     4 


2486  18     4 


£       «.  d. 
Jan.    1.  By  Balance  .                 .  2000    0  0 
Dec.  81.    ,,    Profit  and  Loss  (in- 
terest)                 .     100    0  0 
Profit  and  Loss        .     386  13  4 


>! 


T.  Watt,  Capital  Account 


2486  18 

4 

£       «. 
600     0 

30    0 
193     6 

d. 
0 

0 
8 

823     6 

8 

Dec.  81.  To  Balance   . 


£      s.    d. 

823    6    8 


823     6     8 


Jan.    1.  By  Balance  . 
Dec.  31.    „    Profit  and  Loss  (in- 
terest) 
,,    Profit  and  Loss 


W.  Clay  gets  £23 : 6 : 8  of  additional  profit,  which  is  equivalent  to 
2J  per  cent  on  the  additional  capital  he  has  put  into  the  business.  T. 
Watt,  however,  gets  £13:6:8  less  profit,  so  that  he  loses  by  the  additional 
capital  being  put  in.  It  pays  W.  Clay  to  invest  his  money  in  the  business 
so  long  as  he  is  unable  to  get  a  greater  rate  than  2\  per  cent  elsewhere. 


Interest  to  he  allowed  on  the  Excess  and  charged  on  the  Deficiency  of  the 
Capital  of  each  Partner  beyond  or  under  a  certain  fixed  Sum 

Deeds  of  copartnery  very  often  contain  provisions  which  it  is  exceed- 
ingly difficult  to  interpret  When  there  is  a  provision  such  as  the  foregoing 
in  a  deed  of  copartnery  the  simplest  way  of  giving  effect  to  it  is  to  calculate 
interest  on  each  Partner's  Account  as  it  stands,  including  his  drawings,  and 
when  the  total  interest  for  the  period  is  thus  ascertained  to  deduct  from  it 
the  interest  on  the  stipulated  sum  for  the  period.  Thus,  suppose  W.  Hay 
and  E.  White  are  in  partnership  under  the  firm  of  Hay  &  White,  and  that 
the  deed  of  copartnery  stipulates  that  interest  at  5  per  cent  is  to  be 
allowed  on  the  excess  and  charged  on  the  deficiency  of  the  capital  beyond 
or  under  £1000  in  the  case  of  W.  Hay,  and  £800  in  the  case  of  R  White* 
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and  that  the  profits  thereafter  are  to  be  divided  in  the  proportion  of  two- 
thirds  to  W.  Hay,  and  one-third  to  R  White,  The  working  out  of  the 
Partners'  Accounts  and  the  Profit  and  Loss  Account,  giving  effect  to  these 
stipulations,  would  be  as  follows : — 

TV.  Hay,  Capital  Account 


June  80. 
Dec.  81. 

To  Cash      . 
„  Balance 

Interest  to 
81st  Dec. 

£     «.     d. 

5     0     0 

•         • 

E 

£       i. 

200    0 

1915  16 

d. 
0 
8 

Jan.     1.  By  Balance 
Dec.  31.    ,,   Interest 
„   Profit 

Interest  to 
81st  Dec. 

£     «.    d. 
75     0     0 

•                  • 

■                  • 

£       «. 

1500    0 

20    0 

595  16 

<L 
0 
0 
8 

2115  16 

8 

2115  16 

8 

!.  WTiite, 

Capital  Account 

Jane  80. 
Dec.  31. 

To  Cash      . 
„   Interest . 
,,   Balance  . 

Interest  to 
81st  Dec. 

£    9.     d. 
3  15     0 

•         • 
Profit  a 

£      s. 
150     0 

13  15 
734     3 

d. 

0 
0 
4 

Jan.     1.  By  Balance 
Dec.  31.   ,,    Profit    . 

yropriation  Account 

Interest  to 
81st  Dec. 

£     8.    d. 
30     0     0 

£      s. 
600    0 
297  18 

d. 
0 

4 

897  18 
nd  Loss 

4 
Api 

897  18 

4 

£     «.    d. 
Deo.  31.  To  W.  Hay,  Capitol  Ac- 
count, for  interest : — 
Interest  on  account 
for  year      .        .     70    0    0 
Deduct— 
Interest  on  £1000 .    50    0    0 


Partners'  Accounts,  for 
share  of  net  profit : — 
W.  Hay,  £  «.  d. 
two-thirds  595  16  8 
R.  White, 
one-third.  297  18    4 


20    0    0 


893  15    0 
913  15    0 


Dec.  31.  By  Profit  earned  for  year    900 
„  R.  White,  Capital  Ac- 
count, for  interest: — 
Interest  on   £      «.   d. 
£800        .  40 
Deduct— 
Interest  on 
his  account  26 


a.  d. 
0    0 


0    0 


5    0 


18  15    0 


913  15    0 


Interest  to  he  allowed  on  the  Excess  and  charged  on  the  Deficiency  of  the 
Capital  of  each  Partner  beyond  or  under  a  certain  fixed  Ratio 

When  there  is  such  a  stipulation  in  a  deed  of  copartnery,  interest 
should  be  calculated  on  the  partners'  individual  accounts,  and  the  sum  of 
this  interest  is  the  total  interest  on  the  capital,  and  the  proportion  of  each 
partner  may  thus  be  ascertained.  If  the  actual  interest  on  any  Partner's 
Account  exceed  the  amount  brought  out  by  this  proportion  he  should  be 
credited  with  the  difference,  but  if  the  actual  interest  on  any  Partner's 
Account  is  less  than  that  brought  out  by  the  proportion  his  account  should 
be  debited  with  the  difference.  Thus,  suppose  that  in  the  previous  illustra- 
tion the  stipulation  in  the  deed  of  copartnery  was  that  the  capital  was  to 
be  provided  in  the  proportion  of  two-thirds  by  W.  Hay  and  one-third  by 
B.  White,  and  that  interest  was  to  be  allowed  on  the  excess  and  charged  on 
the  deficiency  of  the  capital  of  each  partner  beyond  or  under  this  ratio. 
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The  total  interest  on  W.  Hay's  account  is  £70  and  on  R.  Whites 
£26 :  5s.,  so  that  the  total  interest  on  the  capital  of  the  firm  is  £96 :  5s. 
The  portion  of  this  effeiring  to  W.  Hay  is  two- thirds,  or  £64 : 3 : 4  As  his 
account  shows  £70,  he  must  be  credited  with  £5:16:8.  The  portion 
effeiring  to  R.  White  is  £32 : 1 : 8,  and  as  the  interest  on  his  account  is  only 
£26 :  5s.,  he  must  be  debited  with  £5:16: 8. 

Giving  effect  to  these  entries,  the  Capital  and  Profit  and  Loss  Accounts 
would  be  as  follows : — 


W.  Hay,  Capital  Account 


Interest  to 
81st  Dec. 

£  s.  d.  £  «.  d. 
June  30.  To  Cash  .500  200  0  0 
Dec.  31.    „  Balance .        .        .     1905  16    8 


2105  16    8 


Interest  to 
8lstDec. 


£ 
Jan.     1.  By  Balance     75 
Dec.  31.    ,,    Interest 
,,    Profit 


g.    d.       £  «.  d. 

0    0     1500  0  0 

5  16  8 

600  0  0 


2105  16     8 


B.  White,  Capital  Account 


June  30.  To  Cash 
Dec.  31.    ,,   Interest 
,,   Balance 


Interest  to 
81st  Dec. 

£    $.    d. 
3  15     0 


£  «.  d. 

150  0  0 

5  16  8 

744  3  4 

900  0  0 


Jan.     1.  By  Balance     30 


Dec.  31. 


»j 


Profit 


Interest  to 
81st  Dec 

s.  d. 
0     0 


£  *.  d. 
600  0  0 
300    0     0 


900     0     0 


Profit  and  Loss  Appropriation  Account 


Dec.  31.  To  W.  Hay,  Capitol  Ac- 
count, for  interest: — 
Interest  on  account  for 
year      .        .        .    70    0    0 
Deduct — 
Proportion  of  £96 :  5s. , 
being  two-thirds  of 
total  interest         .     64    8    4 


n 


Partners'  Account,  for 
share  of  net  profit : — 
W.  Hay,    £     $.    d, 
two-thirds  600    0    0 
R.  White, 
one-third  300    0    0 


5  16    8 


900    0    0 
905  16     8 


)> 


£      s. 
Dec.  31.  By  Profit  earned  for  year .  900    0 
B.  White,  Capital  Ac- 
count, for  interest: — 
Proportion    of 
£96:5s., 
being 
one-third 
of    total  £ 
interest  32 
Deduct — 
Interest  on 
account 
for  year  26 


1 


d. 
8 


5    0 


d. 
0 


5  16    8 


905  16     8 


ThiB  method  of  allowing  interest  on  the  excess  and  charging  it  on  the 
deficiency  of  the  capital  of  each  partner  beyond  or  under  a  certain  ratio 
gives  the  same  results  sis  allowing  and  charging  interest  in  the  usual  way, 
always  provided  that  the  proportion  of  capital  held  by  each  partner  is  the 
same  as  his  proportion  of  the  profit.  The  following  are  the  accounts  as 
drawn  up  in  the  usual  way,  and  it  will  be  seen  that  the  partners'  balances 
of  capital  are  the  same  as  given  above,  seeing  that  the  capital  held  by  the 
partners  was  two-thirds  and  one-third,  and  the  profits  were  allocated  also  in 
the  proportion  of  two-thirds  and  one-third. 
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W.  Hay,  Capital  Account 


June  30.  To  Cash 
Deo.  81.    ,,   Balance  . 


£       «.    d. 

200    0    0 
1905  16    8 


2105  16     8 


Jan.    1.  By  Balance 

£«.<*. 

Dec.  31.  „  Interest  O.  76    0    0 

Dr.    5    0    0 


,.  Profit 


£       «.   d. 
.  1600    0    0 


70    0    0 
535  16    8 

2105  16    8 


R.  White,  Capital  Account 


£       «.    d. 

Jane  80.  To  Cash 

.     150    0    0 

Dec.  31.   „   Balance   . 

.     744    3    4 

894     8    4 


Jan.    1.  By  Balance    . 

£     $.  cL 

Dec  31.   „  Interest  Or.  80    0  0 

Dr.    8  15  0 


»» 


Profit 


£«.<*. 
600    0    0 


26    6    0 
267  18    4 

894    8     4 


Profit  and  Loss  Appropriation  Account 


£ 

i. 

d. 

£       s.    d. 

Deo.  81.  To  Interest  on  partners' 

Dec  81.  By  Profit  earned  for  year  900    0    0 

capital : — 
W.  Hay    ...     70 
B.  White.        .        .     26 

0 

0 

5 

0 

96 

6 

0 

„   Partners' Accounts,  for 

share  of  net  profit : — 

W.   Hay,    £    *     d. 
two-thirds  585  16    8 

R.  White, 

one-third  267  18    4 

fiOfl 

15 

0 

900 

0 

0 

900    0    0 

Method  of  calculating  Interest  on  Partners9  Accounts 

The  best  method  of  calculating  the  interest  on  Partners'  Accounts  is  to 
frame  the  Capital  Accounts  in  the  usual  form  of  a  Ledger  Account.  The 
credit  side  mil  show  the  balance  at  the  opening  of  the  period,  and  any 
additional  sums  put  in  during  the  period  covered ;  the  debit  will  give, 
either  in  detail  or  monthly  totals,  the  cash  drawings  and  also  the  price  of 
any  of  the  firm's  goods  appropriated  by  the  partner  for  his  individual  use. 
On  both  debit  and  credit  sides  rule  a  money  column  for  the  interest,  and  a 
number  column  for  the  days.  Then  insert  in  this  latter  column,  in  pencil, 
between  the  entries  of  the  items,  the  number  of  days  elapsing  between  the 
items  in  the  account,  the  date  of  the  balance  being  taken  as  the  last  date. 
Next,  sum  the  pencil  numbers  of  days,  beginning  at  the  foot  of  the  account, 
and  insert  in  ink  opposite  the  various  items  the  progressive  numbers  of 
days,  which  numbers  will  represent  the  days  from  their  respective  dates  to 
the  close  of  the  account.  Interest  tables  are  then  requisitioned,  and 
interest  on  the  separate  items  for  the  appropriate  number  of  days  taken  at 
the  given  rate  and  inserted  in  the  interest  column  provided.  This  pro- 
cedure is  followed  for  both  debit  and  credit  sides,  and  the  balance  of  these 
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interest  columns  is  carried  into  the  account  as  the  net  interest       The 
account,  without  the  pencil  figures,  is  shown  in  the  following  example  : — 

Specimen  of  Capital  Account  of  a  Partner,  showing  the  method  of 

calculating  interest 


Interest,  5  per  cent 
Dr. 

Jan.     8. 
Mar.    4. 
July    8. 
Nov.  80. 

Deo.  81. 

„     Do 

857 

302 

206 

31 

£     8.      d. 
2     8  10{ 

4  2     9 

5  12  10} 
0    8     6 

£       *.    d. 

50  0  0 
100  0  0 
200  0  0 
100     0     0 

1503  19     7 

„     Do 

„    Do. 

12  13     0J 

1953  19     7 

Cr. 


Jan.  1. 
June  4. 
Oct  3. 
Dec.  6. 


31. 


By  Balance 

,,   Cash 

„    Do 

„     Do 

,,      Interest : — 

Cr £66  12    7J 

Dr 12  13    Oi 


365 

210 

89 

25 


£  & 

50  0 

14  7 

1  4 

1  0 


0 

H 

6* 


66  12    7J 


£ 

1000 
500 
100 
300 


s.  d. 

0  0 

0  0 

0  0 

0  0 


53  19  7 


1953  19  7 


In  preparing  Income  Tax  Returns  it  is  important  to  remember  that  the 
interest  on  partners'  capital  must  be  treated  as  part  of  the  profit  of  the 
concern. 

Interest   on    Capital    during   Construction    of 

Works. — Where  some  large  work  is  in  course  of  construction,  the 
question  arises  whether  interest  upon  capital  raised  to  carry  out  the 
scheme  can  be  paid,  looking  to  the  fact  that  no  profits  have  been  earned. 
Under  special  Acts  of  Parliament  such  is  permitted,  but  under  certain 
conditions,  such  as :  (1)  the  rate  of  interest  is  limited  to  a  certain  rate ;  (2) 
interest  is  only  payable  during  period  allowed  to  complete  the  work ;  (3)  at 
least  two-thirds  of  the  authorised  capital  of  the  concern  has  been  subscribed 
for.  Companies  under  the  Companies  Acts,  however,  if  paying  interest  on 
their  share  capital  during  this  period,  when  no  profits  had  been  earned  out  of 
which  to  pay  such  interest,  would  in  effect  be  reducing  their  capital. 

There  are  several  cases  where  it  has  been  held  that  such  payments  are 
illegal,  and  in  one  case  the  directors  were  held  liable  to  make  good 
dividends  paid  on  the  preference  shareB  during  the  period  of  construction. 
While  this  is  so,  there  are  various  indirect  methods  by  which  such  interest 
can  be  paid.  A  company,  for  example,  can  legally  pay  interest  on  calls 
paid  in  advance,  and  nothing  can  prevent  a  company  calling  up  10  per  cent 
of  the  capital  and  accepting  the  remaining  90  per  cent  as  a  payment  in 
advance  of  calls,  upon  which  interest  could  legally  be  paid. 
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« 

Interest  on  Calls  In  Arrear.— The  rate  of  interest  charge- 
able is  regulated  by  the  articles  of  association.  Table  A  of  the  Companies 
Act  1862  provides  that  if  a  call  be  not  paid  when  due  the  holder  is  liable 
to. pay  interest  at  5  per  cent  until  the  call  be  paid. 

Interest  on  Calls  or  Instalments  paid  In  Advance, 

— Directors  of  joint-stock  companies  are  usually  empowered  by  the  articles 
to  receive  money  in  advance  of  calls  upon  which  a  certain  rate  of  interest  is 
payable.  This  interest  is  a  debt  due  from  the  company,  and  can  be  paid 
out  of  capital  should  the  profits  be  insufficient ;  and  arrears  of  interest  in  a 
winding-up  will  rank  after  the  outside  creditors  and  costs  of  winding-up 
have  been  paid,  and  before  money  paid  up  in  pursuance  of  a  calL 

I  nterest  Tables.    See  Interest  and  Annuities-Certain,  p.  410. 

Interim  Dividends. — These  are  dividends  paid  by  companies 
in  anticipation  of  profit  earned,  but  before  the  actual  profit  has  been  arrived 
at  by  means  of  balancing  the  books  and  preparing  the  accounts.  Well- 
managed  companies  which  prepare  their  accounts  yearly  can  invariably 
tell  in  the  course  of  the  year  whether  there  has  been  sufficient  profit  earned 
to  enable  an  interim  dividend  to  be  paid. 

For  example.  The  directors  of  a  company  which  has  been  earning 
profit  at  9  per  cent  per  annum  on  its  share  capital  may  pay  an  interim 
dividend  at  the  rate  of  4  per  cent  in  the  middle  of  the  year,  and  then  when 
the  profits  have  been  ascertained  at  the  end  of  the  year,  make  the  amount 
of  dividend  up  to  9  per  cent  per  annum  by  paying  a  final  dividend  at  the 
rate  of  14  per  cent.  Four  per  cent  per  annum  amounts  to  £2  in  six  months, 
and  14  per  cent  per  annum  is  £7  for  six  months,  these  two  amounts  (£2 
and  £7)  making  9  per  cent  for  the  year. 

Interlocutor. — The  instrument  which  contains  a  judgment.  It 
is  the  embodiment  in  writing  of  the  judgment  of  the  Court 

Internal  Checks.—  See  Systems  of  Internal  Checks. 

International  Securities  are  those  stocks  and  shares  which 
are  dealt  in  in  the  chief  stock  exchanges  of  the  world.  Thus,  there  cure  a 
number  of  securities  which  are  dealt  in  indiscriminately  in  the  exchanges 
of  London,  Paris,  and  New  York,  and  which  are  quoted  in  the  official  lists 
of  these  markets  and  also  in  the  lists  of  the  exchanges  of  Germany  and 
Holland.  Stocks  and  shares  which  can  be  realised  in  various  markets  as  a 
rule  command  a  better  price  than  where  the  market  is  more  restricted,  but 
usually  such  stocks  are  also  more  sensitive  to  fluctuations  due  to  political 
influences.  There  are  cases  in  which  a  purely  London  company  is  not 
quoted  on  the  London  Stock  Exchange  but  figures  in  another  exchange, 
even  although  all  the  assets  and  the  business  of  the  company  are  in 
London.  In  the  case,  for  example,  of  Italian  bonds  the  best  market  is  to 
be  found  almost  in  any  of  the  European  exchanges  except  within  Italy 
itself.  Stocks  and  shares  which  are  quoted  in  the  various  markets  are  also 
not  so  liable  to  extreme  fluctuations  as  those  confined  to  one  local  market. 
If  a  holder  of  such  stock  sees  the  shares  quoted  at  a  higher  figure  in  one 
market  than  in  another,  he  naturally  prefers  to  go  to  the  higher  market 
provided  the  rate  of  exchange  is  satisfactory.  The  securities  of  British  and 
French  Governments  are  dealt  in  freely  in  all  the  European  exchanges. 
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Most  of  the  other  Government  securities  are  continually  fluctuating    as 
regards  their  popularity  at  the  different  exchanges.    Thus,  while  Russian 
bonds  were  at  one  time  popular  in  London  they  are  now  mostly  dealt  with 
in  the  stock  exchanges  of  Germany,  Holland,  and  France.     In  recent  yeans 
American  railroad  shares  have  become  international  securities  and   are 
freely  dealt  in  as  shown  in  any  of  the  lists  of  the  European  markets.    British 
Colonial  securities  are  practically  only  dealt  with  in  London,  and   thus 
cannot  command  such  a  good  price  as  securities  which  are  recognised  as 
international    A  considerable  portion  of  the  international  indebtedness  is 
now  conducted  by  means  of  the  purchase  and  sale  by  arbitrage  dealers  of 
these  securities.    When  the  arbitrage  dealer  sees  a  certain  stock  quoted  at 
a  low  figure  he  immediately  buys  in  the  cheaper  market  and  sells  in  the 
dearer  market     This  is  promptly  carried  out  by  means  of  the  telegraph. 

Intrinsic  ValllC  is  used  in  economics  concerning  an  article  when 
it  has  one  or  both  of  the  following  attributes : — (1)  Is  not  spontaneously 
supplied  by  nature  but  requires  labour  to  obtain  or  produce  it,  and  (2)  is 
useful  for  other  purposes  than  being  employed  as  money.  The  term  "  real 
value"  is  used  as  an  equivalent.  Paper  when  used  as  money  has  no 
intrinsic  value,  but  as  paper  money  may  have  considerable  value. 

Inv. — Contraction  for  Invoice. 

Inventory  Duty.    See  Death  Duties,  vol.  ii  p.  321. 

Investigations. — The  purposes  for  which  an  accountant  may  be 
called  in  to  make  an  investigation  of  the  books  and  accounts  of  a  concern  are 
many  and  varied,  while  the  circumstances  and  conditions  under  which  an 
investigation  has  to  be  made  vary  according  to  the  nature  of  the  concern 
and  the  manner  in  which  the  books  have  been  kept.     This  branch  of 
accountancy  is  one  requiring  the  greatest  care,  skill,  and  watchfulness  on 
the  part  of  the  accountant,  and  one  in  which  his  abilities  may  be  taxed  to 
the  uttermost.     The  investigating  accountant  has  not  only  to  be  able  to 
grasp  the  details  set  before  him,  but  has  also  to  make  the  best  and  most 
expeditious  use  of  them  in  arriving  at  the  object  of  his  investigation.     It 
has  been  said  that  it  is  absolutely  necessary  for  an  accountant  before 
undertaking  this  class  of  work  to  have  specially  studied  mathematics  and 
economics.    While  this  may  or  may  not  be,  there  is  no  gainsaying  the  fact 
that  the  study  of  these  subjects,  taxing  the  thinking  powers  of  the  student 
to  their  utmost  as  they  do,  forms  an  excellent  foundation  for  the  work  of 
investigation,  and  in  no  branch  of  the  accounting  profession  are  there  such 
opportunities  for  an  accountant  displaying  his  abilities. 

The  first  step  in  an  investigation  of  whatever  kind,  is  to  obtain  a  list 
of  the  books  kept  and  all  the  important  documents  relating  to  the  case. 
With  this  list  before  him,  and  knowing  on  whose  behalf  he  is  acting,  and 
the  precise  object  to  be  attained,  the  accountant  will  be  in  a  position  to 
decide  as  to  the  procedure.  The  procedure  and  the  outstanding  points 
to  be  noted  will  naturally  vary  according  to  the  circumstances  of  the  case, 
and  no  stereotyped  rules  can  be  laid  down  which  will  apply  to  every  in- 
vestigation, or  even  to  all  of  a  somewhat  similar  nature.  Certain  general 
principles  may  be  suggested,  and  their  application,  probably  with  necessary 
modifications,  must  be  left  to  be  decided  by  the  peculiar  circumstances  of 
each  case. 

As  already  mentioned,  the  purposes  for  which  an  investigation  may  be 
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made  are  various,  but  the  following  classification  may  be  taken  to  em- 
brace most  of  the  usual  cases  met  with  in  this  division  of  professional 
practice,  viz.: — 

I.  Investigation  of  a  private  concern  with  the  view  of  conversion  into 
a  joint-stock  company. 

II.  Investigations  for  partnership  purposes  and  in  connection  with 
partnerships,  as  in  the  following  cases : — 

(a)  Where  a  client  is  considering  the  advisability  of  purchasing  or 

becoming  a  partner  in  a  business. 

(b)  Where  a  partner  is  retiring  and  wishes  his  interest  in  the  partnership 

determined,  or 

(c)  Where  a  partner  dies  and    his  representatives    desire    this    in- 

formation. 

III.  Investigations  where  fraud  is  suspected. 

IV.  Investigations  to  ascertain  the  compensation  in  respect  of  loss  of 
profit  through  compulsory  removal  under  statutory  powers. 

V.  Investigations  on  behalf  of  a  committee  of  investigation  of  a 
limited  company. 

VI.  Investigations  to  obtain  information  for  a  meeting  of  creditors. 
Taking  now  these  various  classes  of  investigations — 

I.  Investigation  of  a  Private  Concern  with  the  view  of  conversion  into 

a  Joint-Stock  Company. 

The  accountant  in  this  case  is  usually  asked  to  give  a  certificate  of  the 
profits  earned  for  insertion  in  a  prospectus  to  be  issued  to  the  public,  and, 
as  the  accountant's  certificate  is  one  of  the  main  items  in  the  prospectus 
upon  which  the  public  concentrate  their  attention  in  deciding  whether 
they  will  invest  in  the  company  or  not,  it  is  of  the  utmost  importance  that 
this  certificate  should  be  accurate.  It  is  as  well  to  point  out  that  every 
accountant  must  use  his  own  judgment  as  to  what  he  thinks  should  be 
done  by  way  of  investigating  matters  for  purposes  of  a  certificate  of  profits, 
even  although  he  has  received  instructions  to  proceed  on  certain  linea 
The  accountant,  being  an  expert  in  such  matters,  should  not  simply  follow 
the  lines  indicated  by  his  client,  but  should  investigate  according  to  his 
own  judgment  of  the  proper  course.  When,  after  an  investigation  has  been 
made,  it  is  found  not  to  have  attained  its  object,  the  accountant  should  be 
able  to  answer  any  objection  by  proving  that  such  failure  did  not  arise 
from  any  cause  which  could  have  been  prevented  by  a  more  complete  and 
exhaustive  examination.  There  have  been  cases  where  accountants  acted 
up  to  the  letter  of  the  instructions  received  from  their  clients,  and  after- 
wards have  tried  to  shirk  responsibility  for  not  discovering  errors  which 
might  have  been  revealed  had  a  complete  investigation  been  made, — their 
plea  being  that  any  mishap  arising  out  of  their  having  received  too  meagre 
instructions  cannot  be  laid  on  them. 

Again,  after  an  accountant  has  made  his  examination  to  his  own  satis- 
faction, and  has  acted  conscientiously  throughout,  it  may  happen  that  the 
certificate  of  profits  which  he  grants  is  found  to  be  inaccurate  owing  to  the 
accounts  having  been  falsified.  It  may  be  that  the  profits  given  in  his 
certificate  have  been  over-stated  owing  to  this  falsification,  and  the  question 
comes  to  be,  what  is  the  accountant's  responsibility  in  such  a  case  ?  The 
trial  of  the  brothers  Pattison,  which  in  1901  took  place  in  Edinburgh,  was 
of  very  great  interest  to  accountants  in  this  connection,  not  that  there  was 
any  direct  decision  come  to  regarding  an  accountant's  certificate,  but  as 


! 


442  INVESTIGATIONS 

showing  how  the  opinions  of  leading  accountants  vary  as  to  what  inay  and 
may  not  be  assumed  by  an  acccountant  investigating  books  and  accounts 
for  the  purpose  of  granting  a  certificate.     The  evidence  led  in  this  case  was 
chiefly  concerned  with  the  accounting  and  book-keeping,  and  showed  the 
remarkable    ingenuity  of    the   elder    brother  in   deceiving  the   firm   of 
accountants    employed    as   investigators.       Liabilities   were    deliberately 
withheld  from  the  books  at  the   time  of  flotation,  thus  increasing   the 
profits.     These  liabilities  were  afterwards  settled  privately,  in  order  that 
the  auditors,  who  were  the  investigating  accountants,  might  not  discover 
the  frauds.     The  profits  were  inflated  by  taking  credit  for  sales  twice  over 
of  the  same  goods,  and  over- valuing  the  stock  by  causing  cheap  and  inferior 
whiskies  to  be  labelled  as  genuine  old  whiskies.     The  evidence  in  this  case 
is  not  only  interesting  to  accountants  who   grant   certificates,  but    also 
affords  auditors  invaluable  matter  as  to  some  of  the  methods  by  which 
they  may  be  imposed  on. 

In  another  case  {Edinburgh  United  Breweries,  Limited,  v.  James  A. 
Molleson — Nicholson's  Trustee),  the  opinions  of  various  leading  accountants 
in  cases  where  the  books  have  been  falsified  are  worthy  of  perusal.  It  was 
held  in  this  case  that  there  does  not  exist  in  a  contract  of  sale  of  a  business, 
which  is  based  on  a  statement  of  profits,  any  implied  warranty  that  such 
statement  is  correct.  On  the  one  hand,  many  leading  accountants  brought 
out  that  an  investigation,  however  complete,  might  not  always  reveal  an 
actual  mis-statement  of  profits,  and  that  investigations  for  ascertaining 
profits  need  not  be  conducted  as  a  regular  audit  would  be.  One  accountant 
stated  that  in  investigating  books  for  the  purpose  of  a  sale,  he  invariably 
added  to  his  certificate, "  assuming  the  accuracy  of  the  books."  On  the 
other  hand,  reasons  were  given  by  accountants  on  the  other  side  to  show 
that  if  a  special  course  of  procedure  had  been  adopted  in  this  particular 
case  the  falsifications  would  have  been  discovered.  The  evidence  of 
the  accountants  goes  to  show  that  an  exhaustive  examination  is  not 
required  in  such  cases.  It  seems  only  reasonable  that  an  intending  investor 
should  be  entitled  to  rely  as  much  on  an  accountant's  certificate  of  profits, 
incorporated  in  the  prospectus,  as  on  a  report  and  certificate  of  the  auditor 
of  the  company,  which  report  implies  the  exercise  of  reasonable  diligence, 
professional  ability,  and  care ;  and  on  this  consideration  an  investigation 
should  be  as  thorough  as  an  audit,  and  the  investigating  accountant 
would  have  laid  upon  him  an  auditor's  duties,  so  tersely  stated  by  Lord 
Davey,  "to  know  everything  that  the  books  tell  him,  to  have  all  the 
suspicions  that  the  books  suggest,  and  to  make  all  the  inferences  to  which 
what  he  finds  in  the  books  would  lead  him." 

The  accountant  should  bear  in  mind  that  he  is  acting  for  a  body  of 
persons  quite  unknown  to  him,  and  who  will  rely  on  his  statement  as  being 
that  of  an  expert.  He  should  obtain  a  list  of  books  used,  and  documents 
bearing  on  the  subject  of  the  investigation,  and  should  also  ascertain 
whether  the  accounts  have  been  regularly  balanced,  and  whether  they  have 
been  audited,  and  by  whom.  If  accounts  are  submitted  to  him,  he  should 
also  ascertain  whether  they  have  been  specially  prepared  for  the  purpose  of 
the  investigation. 

The  period  of  investigation  is  generally  three  years,  but  five  years  is 
better.  Accountants  should  expressly  state  in  their  certificate  the  period 
covered  by  their  investigation,  which  is  generally  up  to  the  last  balancing 
date.  The  period,  however,  between  the  last  date  of  balancing  and  the 
date  of  investigation  should  be  carefully  gone  into,  and  if  the  accountant 
discovers  a  material  falling  off  of  the  business  during  that  period  he  should 
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specially  note  the  fact.  In  a  recent  case  which  came  before  Lord  Stormonth- 
Darling  in  the  Court  of  Session  in  the  actions  connected  with  the  flotation 
of  Johannes8en,  Limited,  the  accountant's  certificate  of  profits  used  for  the 
prospectus  was  under  review.  The  firm  of  accountants  had  given  a  certi- 
ficate of  the  average  profits  up  to  31st  December  1899,  and  this  certificate 
appeared  in  the  prospectus  issued  in  May  1900,  together  with  a  statement 
by  the  promoters  that  one  of  the  businesses  had  progressed  steadily,  while 
the  other  had  developed  most  satisfactorily.  After  allotment,  it  was 
discovered  that  since  the  beginning  of  1900  the  businesses  had  been 
going  back,  and  the  action  was  raised  against  the  promoters  by  two  share- 
holders to  recover  damages  for  the  loss  they  had  sustained  by  taking  shares 
in  the  company  in  reliance  on  these  statements.  If  the  certificate  by  the 
accountants  is  sufficiently  detailed  such  a  mis-statement  by  promoters 
becomes  impossible,  and  accountants  should  pay  special  attention  to  the 
period  after  balancing  date,  and  use  their  own  discretion  as  to  whether  they 
think  it  necessary  to  draw  attention  to  any  facts  concerning  that  period  in 
their  certificate. 

If  the  books  to  be  investigated  have  been  regularly  audited  by  an 
accountant,  the  investigating  accountant  may  assume  that  they  are 
arithmetically  correct,  but  should  they  not  have  been  so  audited,  he  must 
ascertain  this  fact  for  himself  by  whatever  means  he  thinks  expedient. 

Assuming  that  the  books  have  been  regularly  balanced  either  by  the 
investigating  accountant  himself  or  by  a  firm  of  accountants  who  have 
done  so  in  the  course  of  their  audit,  the  investigation  may  be  confined  to 
the  following  matters,  viz.: — 

Profit  and  Loss  Accounts  for  each  of  the  Yearsinvestigated. — Theaccountant 
should  first  of  all  compare  one  year  with  another  to  ascertain  whether  the 
condition  of  affairs  disclosed  shows  any  great  fluctuation  from  year  to  year. 
If  one  year  shows  an  abnormal  increase  as  compared  with  the  previous  year 
he  should  ascertain  the  cause  and  satisfy  himself  whether  it  is  a  point  to 
which  attention  should  be  drawn  in  his  certificate.  He  should  also  be  able 
to  ascertain  the  percentage  of  gross  profits  on  sales,  and  see  whether  this 
agrees  with  the  recognised  percentages  in  businesses  of  a  similar  nature. 
He  should  also  by  means  of  percentage  statements  compare  the  expenses 
for  each  year,  especially  noting  any  falling  off  towards  the  close  of  the 
period  prior  to  the  date  to  which  his  investigation  goes.  Such  a  diminish- 
ing expenditure  should  be  fully  accounted  for  by  a  general  decrease  in  the 
volume  of  business,  or  by  some  recognised  factors  attaining  this  end,  and 
no  pains  should  be  spared  to  verify  any  explanations  offered  as  to  such 
differences. 

Turning  now  from  the  general  points  to  be  gone  into  in  connection 
with  the  Profit  and  Loss  Account,  a  few  items  may  now  be  individually 
considered. 

1.  Sales. — The  accountant  must  satisfy  himself,  by  the  best  means  at 
his  disposal,  as  to  the  genuineness  of  all  sales,  and  he  should  give  special 
attention  to  those  entered  immediately  before  the  closing  date.  He  should 
ascertain  not  only  that  they  are  entered  at  the  current  prices,  which  he  can 
do  by  comparing  a  few  sales  with  the  market  rates,  but  also  that  the  goods 
have  been  delivered.  The  accountant,  by  comparing  a  few  sales  with  the 
signatures  and  dates  in  the  Delivery  Books,  can  ascertain  if  the  goods  have 
been  delivered  (assuming  the  dates  and  signatures  in  the  Delivery  Books 
to  be  genuine).  By  this  means  he  may  find  that  goods  entered  as  sales 
prior  to  the  balancing  date  have  not  been  delivered  until  after  that  date. 
In    that    case   the  .accountant  should  inquire  whether  this  custom  of 
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deferring  delivery  was  usual,  and  see  that  the  goods  were  not  taken  into 
stock     The  accountant  would  do  well  to  scan  the  names  of  the  parties  to 
whom  goods  have  been  sold,  and  if  there  appear  to  be  a  great  many  new 
customers  whose  names  had  not  appeared  in  the  books  previously,  he 
should  be  very  suspicious  of  this  circumstance.    Again,  he  should  examine 
the  Returns  Book  for  the  period  immediately  after  the  closing  date,  and  if 
the  amount  of  returns  is  considerably  beyond  the  average,  he  may  assume 
that  there  is  something  wrong  with  the  sales  entered  immediately  prior  to 
the  closing  date. 

The  accountant  should  also  ascertain  whether  it  is  the  custom  of  the 
business  to  send  goods  on  approbation,  and  if  such  is  the  case  these  goods 
should  appear  in  the  Stock  Lists.  They  should  not  appear  as  sales,  and  the 
accountant  should  disallow  any  such  entries.  Where  goods  have  been  sent 
out  on  approbation  they  should  be  entered  in  an  Approbation  Day 
Book.  The  accountant  would  do  well  in  such  a  case  to  scan  a  few  of  the 
Ledger  accounts  of  those  persons  to  see  if  the  goods  appearing  as  out  on 
approbation  have  not  been  accepted  by  them  and  posted  to  the  debit  of 
their  account,  while  they  have  been  omitted  to  be  marked  off,  and  thus 
appear  both  as  sales  and  as  stock.  Again,  he  may  observe  that  goods  have 
been  out  for  an  unreasonable  time ;  and  he  should  make  inquiries  into  this, 
as  these  goods  may  have  been  returned  and  not  marked  off,  and,  conse- 
quently, either  appear  as  sales  to  another  person  or  as  stock  of  goods  on 
hand,  in  addition  to  appearing  in  the  Stock  Lists  as  goods  on  approbation. 
If  there  is  a  trade  discount  allowed  on  sales  this  should  be  noted,  and  due 
allowance  made  for  it  in  the  accounts. 

Where  there  are  branches,  the  transfer  of  stock  from  one  branch  to 
another  should  be  investigated  to  ascertain  whether  the  transfers  have  been 
entered  at  cost  or  otherwise.  Consignments  of  goods  where  such  take 
place  call  for  special  attention,  as  any  unsold  consignments  must  be  treated 
in  the  accounts  as  stock  at  cost  value,  together  with  expenses  of  trans- 
mission of  the  goods. 

Where  commissions  are  allowed  to  travellers  on  the  sales  care  should 
be  taken  to  include  the  amount  incurred  for  the  period  in  the  accounts, 
whether  paid  or  outstanding  at  the  balancing  date. 

The  investigating  accountant  should  ascertain  whether  the  business  is 
conducted  mainly  by  sales  under  large  contracts  requiring  renewal,  and 
whether  the  same  prices  will  be  obtained  in  the  future.  He  should 
specially  note  any  unfavourable  contracts  which  the  company  will  have  to 
take  over,  and  also  take  a  note  of  large  contracts  carried  through  during 
the  period  of  investigation  which  it  cannot  be  expected  will  recur. 

2.  Purchases. — The  accountant  should  satisfy  himself  that  all  purchases 
for  the  period  under  review  have  been  included  in  the  accounts,  and  for 
this  purpose  he  should  insist  on  getting  the  creditors'  statements  showing 
what  is  due  at  the  balancing  date.  When  these  statements  are  obtained 
they  should  be  compared  with  the  creditors'  accounts  in  the  books,  care 
being  taken  to  see  that  the  dates  are  correct  and  no  entries  held  over  from 
a  previous  balance  period.  It  was  held  in  the  case  of  the  Irish  Woollen 
Manufacturing  Company  that  it  is  an  auditor's  duty  to  obtain  these  state- 
ments, and  an  investigating  accountant  ehould  certainly  not  proceed  with- 
out them.  As  to  ascertaining  whether  the  purchases  for  the  previous  year 
have  been  correctly  entered,  in  the  absence  of  creditors'  statements,  the 
accountant  should  examine  a  few  invoices  with  the  Purchase  Book,  and  he 
should  scrutinise  very  carefully  the  entries  in  the  Purchase  Book  following 
every  balance  date.     These  last  items  should  be  compared  with  the  filed 
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invoices,  and  the  dates  checked  to  see  that  no  invoices  have  been  carried 
over  while  the  goods  so  invoiced  are  included  in  the  stock.  In  some  cases 
the  custom  obtains  of  post-dating  invoices,  and  this  should  not  be  lost  sight 
of.  In  many  instances  it  will  be  found  necessary  for  the  accountant  to 
compare  a  few  of  the  entries  in  the  Purchase  Book  after  balancing  date 
with  the  Warehouse  Books  which  show  when  the  goods  were  actually 
received.  By  this  means  he  may  discover  cases  where  the  goods  have  come 
into  stock  prior  to  the  balancing  date,  and  consequently  appear  as  stock  on 
hand  at  that  date,  while  the  Purchase  Book  entry  includes  them  as  pur- 
chases for  the  next  year.  The  accountant  should  note  every  circumstance 
which  has  rendered  the  business  more  lucrative  during  the  period  of  his 
investigation  than  can  be  looked  for  under  the  new  conditions  contem- 
plated, whether  in  the  trade  generally  or  by  reason  of  some  special  con- 
cessions or  conditions  peculiar  to  the  existing  firm. 

3.  Stock  on  Hand. — It  is  of  the  utmost  importance  that  an  accountant 
should  ascertain  whether  the  valuation  of  stocks  has  been  made  on  the 
same  lines  each  year.  If  this  has  not  been  done  the  accounts  should  be 
recast  upon  a  uniform  method.  As  to  what  basis  is  the  proper  one  in 
valuing  stocks  the  practice  in  different  trades  varies.  In  most  cases  the 
stocks  are  valued  at  cost,  due  allowance  being  made  for  depreciation  of 
articles  out  of  date.  Where  the  stocks  have  been  valued  on  a  given  date 
at  cost  the  market  price  at  that  date  should  be  ascertained,  and  if  at  the 
commencement  of  the  next  year  the  market  value  has  gone  up  considerably, 
this  fact  should  be  carefully  noted,  as  the  result  of  this  means  that  the 
profits  of  that  year  will  be  enhanced  considerably  owing  to  these  goods 
carried  forward  realising  more  profits  than  the  goods  bought  that  year. 
It  has  been  advocated  that  an  allowance  should  be  made  in  the  year's 
Profit  and  Loss  Account  when  at  the  balancing  date  the  market  value  of 
the  stock  is  below  cost,  while  no  credit  should  be  taken  in  a  year's  accounts 
for  profit  arising  out  of  unsold  stock  having  increased  in  value  owing  to 
the  market  rate  having  gone  up. 

The  Stock  Sheets  should  be  checked  by  the  accountant  so  far  as  the 
extensions  and  summations  are  concerned ;  but  he  is  entitled  to  accept  and 
rely  upon  valuations  made  by  independent  parties,  as  he  cannot  pose  as  an 
expert  in  such  matters.  In  all  such  things  beyond  his  own  special  province 
the  accountant  is  merely  required  to  use  that  degree  of  care,  diligence,  and 
business  prudence  which  may  be  expected  of  a  business  man  in  the  conduct 
of  his  own  affairs. 

The  accountant  should  be  very  careful  to  ascertain  if  any  profit  has 
been  made  by  speculating  in  goods,  and  if  such  profit  is  included  in  the 
accounts  he  should  eliminate  it  from  them,  while  any  losses  made  in 
speculation  should  be  charged,  the  accountant  mentioning,  perhaps,  the 
fact  in  his  certificate,  and  thus  showing  the  public  that  such  losses  can  be 
made  if  speculation  is  entered  upon. 

Where  independent  valuations  of  stock  to  be  transferred  to  the  proposed 
company  have  been  made,  these  should  be  compared  with  the  vendor's 
Stock  Sheets  and  any  material  differences  noted. 

Any  unusual  sources  of  profit  detailed  in  the  Profit  and  Loss  Account 
should  be  carefully  investigated  to  see  if  they  are  items  which  are  likely 
to  be  earned  in  future,  and  if  not,  they  should  not  be  included  in  arriving 
at  the  profits.  Such,  for  example,  might  be  a  special  branch  of  the  business 
which  has  since  been  discontinued.  If  the  profit  is  taken  in,  this  fact 
would  require  to  be  mentioned  in  the  accountant's  certificate. 

4.  Expenses  and  Charges. — Passing  on  to  the  principal  items  at  the 
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debit  of  the  Profit  and  Loss  Account,  the  accountant  can  assume  that  those 
expenses  are  not  over-stated,  as  it  would  not  benefit  the  vendors  to  over- 
state these,  seeing  that  the  goodwill  is  invariably  fixed  by  taking  so  many 
years'  purchase  of  the  average  profit  as  the  value  of  the  goodwill  The 
accountant  may  therefore  assume  that  any  error  in  this  division  of  the 
accounts  lies  in  the  understatement  of  these  expenses,  and  his  duty  is 
limited  to  satisfying  himself  that  all  the  expenses  have  been  charged. 

(a)  Bad  Debts. — The  accountant  requires  to  satisfy  himself   that   a 
sufficient  charge  has  been  made  to  the  Profit  and  Loss  Account  for  bad 
debts.     The  fact  that  he  is  dealing  with  three  or  more  years'  accounts  will 
help  him  to  arrive  at  a  fair  average,  and  with  that  average  ascertained  he 
will  be  in  a  position  to  compare  it  with  the  allowance  made  for  bad 
debts  in  similar  concerns.     He  should  also  examine  the  list  of  book  debts 
for  the  last  year,  and  mark  any  which  to  his  knowledge  are,  at  best, 
doubtful.     In  checking  the  Ledger  balances  with  this  list  he  will  also  mark 
any  that  have  been  on  the  books  unchanged  for  some  time,  this  of  itself 
being  sufficient  indication  that  they  can  hardly  be  reckoned  good. 

(b)  Repairs  and  Renewals.  —  All  repairs  should  be  charged  against 
revenue,  and  special  attention  is  demanded  where  the  owner  of  the  business 
is  also  the  owner  of  the  premises.  In  such  a  case  the  owner  may  have 
spent  very  little  by  way  of  repairs,  and  such  an  amount  as  is  charged  may 
not  represent  what  it  would  take  to  keep  the  premises  in  good  condition. 
Renewals  need  not  be  charged  to  revenue  if  a  sufficient  amount  has  been 
written  off  in  respect  of  depreciation.  The  accountant  should  pay  special 
attention  to  the  question  of  repairs  and  renewals  where  the  business  is  one 
in  which  constant  repairs  and  renewals  are  necessary. 

(c)  Depreciation. — Reference  is  here  made  to  the  article  on  Deprecia- 
tion in  vol.  ii.  page  357  of  this  Encyclopaedia.  The  subject  of  depreciation 
is  one  which  gives  rise  to  many  questions  of  opinion,  and  the  nature  of 
each  asset  must  be  considered  in  arriving  at  what  should  be  written  off. 
The  valuator's  report  on  the  assets  and  the  values  stated  therein  should  be 
a  guide  in  ascertaining  whether  sufficient  amount  has  been  written  off,  and 
the  recognised  rates  for  different  assets  will  also  help  in  arriving  at  the 
proper  amount.  The  accountant's  own  experience  will  also  be  of  value  in 
this  connection. 

(d)  Rent. — Where  the  owner  of  the  business  is  also  the  owner  of  the 
premises,  and  the  proposed  company  do  not  purpose  buying  the  premises, 
but  merely  becoming  tenants,  there  will  require  to  be  charged  an  amount 
equal  to  what  the  company  will  pay  for  rent,  as  otherwise  the  true  profit 
likely  to  be  earned  would  not  be  disclosed.  Where,  however,  the  company 
propose  purchasing  the  premises  no  such  allowance  need  be  made,  and  this 
fact  should  be  stated  in  the  certificate. 

(e)  Fire  Insurance  and  other  Miscellaneous  Expenses.  —  Due  regard 
should  be  given  to  see  that  everything  accrued  is  charged  up,  and,  in  the 
case  of  the  last  year,  an  examination  of  the  vouchers  for  payments  after 
the  date  of  balancing  may  reveal  certain  expenses  not  included  in  the 
accounts.  Where  there  is  charged  in  the  Profit  and  Loss  Account  interest 
on  a  mortgage  over  the  premises,  and  the  proposed  company  contemplate 
paying  off  such  mortgage,  this  expense  need  not  be  debited  to  revenue. 

(/)  Interest  on  Capital. — It  is  usual  to  state  in  a  certificate  that 
nothing  has  been  charged  in  respect  of  interest  on  capital,  in  order  that  the 
amount  of  profits  available  for  dividend  may  be  ascertained.  It  is  also 
usual  to  eliminate  interest  on  specific  loans  which  are  to  be  paid  off.  An 
accountant  would  also  be  justified  in  eliminating  discounts  on  bills,  which, 
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it  is  believed,  will  be  saved  when  the  company  has  been  formed  with 
sufficient  working  capital. 

(g)  Partners'  Salaries. — Upon  this  subject  Mr.  J.  A.  Robertson-Durham, 
C.A.,  F.FA.,  Edinburgh,  has  said : — 

I  would  like  to  refer  to  a  matter  which  has  for  some  time  exercised  me  a  good 
deal.  It  is  the  practice  of  accountants,  when  ascertaining  the  profits  of  a 
business  for  the  purpose  of  a  prospectus,  to  make  no  allowance  for  remuneration 
to  a  partner  or  partners  for  management.  Suppose  the  capital  of  a  company 
to  be    .  .  .  .  £100,000 

Whereof — 

In  Preference  Shares      .....       £60,000 
In  Ordinary  Shares        .....         40,000 


£100,000 


And  suppose  the  business  to  have  belonged  to  one  man  who  for  many  years  has 
worked  energetically,  and  brought  it  to  the  state  at  which  it  has  been  floated. 
Suppose  the  reported  profits  to  be.  on  an  average,  £7000  per  annum.  These 
profits  may  continue  to  be  earned  by  the  company  so  long  as  the  vendor  con- 
tinues to  manage  the  business  as  he  was  doing  before,  and  chooses  to  be  satisfied 
with  his  dividend  for  his  remuneration.  If,  however,  the  vendor  does  not,  after 
two  or  three  years,  choose  to  do  this,  the  company  must  find  and  pay  a  man  to  do 
the  work,  and  he  should  be  a  man  of  equal  standing  and  ability.  The  salary  which 
must  be  paid  will  form  a  first  charge  upon  the  assets  of  the  company,  and  will  of 
course  be  preferable  to  the  interest  on  the  preference  shares.  The  new  man  at 
the  helm  will  look  for  an  income  from  the  company  equal,  at  any  rate,  to  what  is 
being  earned  by  anyone  else  in  a  similar  position. 

In  a  company  with  the  amount  of  preference  stock  and  ordinary  stock  to 
which  I  have  referred,  it  may  not  unreasonably  be  supposed  that,  with  that 
salary  to  pay,  the  time  may  come  when  there  will  be  no  dividend  on  the  ordinary 
stock,  and  when  there  may  not  be  sufficient  to  pay  the  full  dividend  on  the 
preference  stock.  The  credit  of  the  company  when  it  pays  no  dividend  on  its 
ordinary  stock,  and  is  unable  to  pay  a  full  dividend  on  its  preference  stock,  will 
suffer  very  considerably. 

In  most  of  the  companies  that  have  been  floated  within  recent  years  no 
provision  has  been  made  for  the  payment  of  the  managing  head.  Is  this  right, 
and  is  it  sound  ?  It  will,  of  course,  be  said  that  the  accountants  in  their  certificate 
stated  most  distinctly  that  no  allowance  had  been  made  for  remuneration  to 
partners  for  management,  and  that  the  preference  shareholders  went  into  the 
matter  with  their  eyes  open.  Why  should  management  expenses  be  omitted  any 
more  than  any  other  necessary  expenses  ? 

Mr.  Robertson-Durham,  after  pointing  out  that  the  present  practice  of 
accountants  on  the  one  hand,  and  the  folly  of  the  public  on  the  other,  will 
sooner  or  later  result  in  the  liquidation  of  many  concerns,  says : — 

If  I  had  my  way,  however,  I  would  insist  upon  all  accountants,  when  certify- 
ing the  profits  of  a  concern,  making  an  ample  allowance  for  management  by  a 
partner  or  by  some  one  who  would  take  his  place.  The  difficulty,  however,  is  to 
change  the  present  system,  and  to  arrive  at  a  fair  amount  of  salary.  Like  doctors 
and  lawyers,  accountants  are  rather  apt  to  differ  when  an  exact  figure  has  to  be 
fixed,  and  some  businesses  are  more  dependent  upon  individual  skill  and  ability 
than  others.    In  all  cases,  however,  a  proper  allowance  should,  I  hold,  be  made. 

There  is  much  to  be  said  for  this  view,  and  it  would  at  least  be  a  better 
practice  to  state  the  figure  which  had  been  charged,  rather  than  state  that 
nothing  had  been  charged.  The  difficulty  is,  however,  as  stated  above,  to 
fix  what  amount  would  be  reasonable,  but  the  accountant's  previous 
experience  of  such  matters  will  enable  him  to  strike  a  figure  which  he 
thinks  reasonable  for  each  particular  concern. 

Before  leaving  the  subject  of  Profit  and  Loss  Accounts  it  should  be 
mentioned  that  where  reliable  Stock  and  Cost  Accounts  are  kept,  these  will 


448  INVESTIGATIONS 

be  a  great  help  to  the  accountant  in  checking  the  contents  of  the  Trading 
Account. 

5.  Balance-Sheets. — The  verification  of  most  of  the  items  in  the  Balance- 
sheet  has  already  been  referred  to  when  treating  of  the  Profit  and  Loss 
Accounts.  There  are,  however,  certain  special  points  which  call  for  some 
mention. 

One  method  of  concealing  fraud  is  to  falsify  the  Balance-sheet  by  over- 
stating assets  or  understating  liabilities.  In  most  cases  an  independent 
valuation  is  made  of  the  tangible  assets,  but  the  company  usually  takes 
over  the  list  of  book  debts,  and  the  accountant  will  therefore  require  to 
check  the  Ledger  balances  to  satisfy  himself  of  their  correctness. 

The  amount  of  stock  on  hand  at  the  end  of  each  year  covered  by  the 
investigation  should  be  about  the  same,  and  where  an  abnormally  large 
stock  exists  at  the  close  of  the  last  year  under  review,  the  matter  should  be 
probed  to  the  bottom.  It  should  likewise  be  seen  that  the  valuation  of 
stock  at  the  opening  of  the  first  year,  embraced  in  the  average  period,  was 
on  the  usual  basis,  and  not  kept  down  so  as  to  inflate  that  year's  profit. 

Many  complications  arise  where  there  are  uncompleted  contracts  exist- 
ing at  the  balancing  date.  The  accountant  should  pay  special  attention 
to  the  basis  of  valuation,  and  see  that  no  credit  is  taken  for  profit  until  it 
is  actually  realised,  or  in  such  a  form  that  it  is  actually  recoverable. 
Anticipated  losses  should  be  charged  so  far  as  can  be  ascertained,  and  the 
accountant  should  note  all  contracts  of  an  unprofitable  nature  which  the 
company  will  take  over. 

Where  assets  consist  of  shares  held  in  other  companies  care  should  be 
taken  that  the  proper  values  appear  in  the  accounts,  and  where  shares  have 
been  sold  during  the  period  of  investigation,  and  the  profits  on  such  sales 
form  a  substantial  proportion  of  the  total  profits,  this  point  should  be  noted 
in  the  certificate. 

Bill  transactions  call  for  special  attention.  Care  should  be  taken  by 
the  accountant  to  investigate  the  value  of  the  bills  on  hand,  to  ascertain 
whether  they  are  likely  to  be  recovered,  and  with  regard  to  the  bills  under 
discount  whether  they  are  likely  to  be  met  at  maturity.  If  the  accountant 
deems  it  necessary,  he  should  make  an  allowance  for  possible  losses  which 
would  be  incurred  through  the  acceptors  dishonouring  the  bills,  and  also 
where  a  considerable  amount  of  bills  have  been  discounted  towards  the 
close  of  the  financial  year,  the  question  of  a  rebate  for  discount  comes  in. 

The  figures  in  Profit  and  Loss  Accounts  for  each  of  the  years  may 
vary  considerably,  and  it  is  of  advantage  in  order  to  grasp  their  full 
significance  to  reduce  the  items  to  a  common  ratio.  It  is  convenient  for 
the  purposes  of  comparison  to  express  the  items  in  the  Profit  and  Loss 
Account  as  a  percentage  of  the  sales.  By  this  means  the  accountant  will 
readily  see  whether  there  appear  any  discrepancies  or  variations  in  the 
figures  of  one  year  compared  with  another  still  unexplained,  and  their 
causes  can  be  investigated  until  every  abnormal  item  is  accounted  for. 

Having  completed  the  preparation  of  the  accounts  embodying  the  result 
of  his  investigation,  the  accountant  would  then  be  ready  to  consider  the 
form  of  his  certificate.  This,  to  a  great  extent,  depends  on  the  instructions 
received.  He  may  be  asked  to  give  a  certificate  of  the  average  annual 
profit,  and  if  he  finds  that  the  profits  have  been  decreasing  year  by  year, 
the  accountant  would  not  be  justified  in  giving  such  a  certificate  without 
adding  some  qualification  to  this  effect.  The  best  form  of  certificate  as  to 
profits  is  that  which  gives  the  profit  for  each  year  separately,  and 
accountants  should  endeavour  to  get  their  clients  to  accept  their  certi- 
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ficate  in  this  form.  The  accountant  should  never  include  in  his  certificate 
any  estimates  for  the  future,  even  though  he  is  perfectly  convinced  that 
the  business  is  a  progressive  one.  He  may,  however,  as  Mr.  F.  W.  Pixley, 
F.C.A.,  has  said,  "amplify  this  certificate  by  the  statement  of  the  per- 
centage this  net  profit  bears  to  the  capital  of  the  partners,  or  even  to  the 
registered  capital  of  the  company." 

The  accountant  should  never  give  a  certificate  of  the  percentage  which 
the  net  profit  bears  to  a  partial  issue  of  capital,  unless  he  is  quite  satisfied 
that,  after  the  company  has  made  all  the  payments  necessary  after  allot- 
ment, there  will  be  sufficient  working  capital  to  carry  on  the  business  on 
at  least  as  large  a  scale  as  formerly.  Neither  should  an  accountant  give 
a  certificate  as  to  the  probable  dividend  a  company  might  earn  were  the 
business  increased. 

The  following  is  a  satisfactory  form  of  certificate  for  a  prospectus : — 

London,  19    . — We  have  examined  the  books  of 

,  and  the  relative  Balance-sheets  and  Profit  and  Loss  Accounts  for 
the  five  vears  ending  on  ,  and  we  certify  that  the  profits  of  these 

years,  after  making  all  necessary  allowances,  but  without  deducting  interest  on 
capital,  salaries  of  partners,  or  income  tax,  have  been  as  follows  : — 

For  the  year  ending  .  .  .  .  £ 

For  the  year  ending  .  £ 

For  the  year  ending  ....  £ 

etc. 

Showing  an  annual  average  of  »  •  £ 

CharteredlA  ccountants. 

The  criterion  of  the  investigating  accountant's  duty,  in  relation  to  the 
conversion  of  concerns  into  joint-stock  companies,  is  that  of  an  independent 
expert  who  is  retained  on  behalf  of  prospective  contributories  of  the  com- 
pany to  give  a  plain  statement  of  facts  concerning  the  earning  capacity  of 
the  concern  proposed  to  be  floated.  He  should  make  this  statement  of 
facts  in  an  unambiguous  way,  neither  concealing  essentials  from  the  pros- 
pective shareholders  nor  revealing  unnecessary  detail  of  the  firm's  business 
operations.  He  is  not  qualified  to  forecast  the  company's  future,  and 
should  confine  himself  to  stating  concisely  the  result  of  his  investigation, 
and  adding  such  qualifications  to  the  arithmetical  result  as  will  elucidate 
and  amplify  it. 

II.  Investigations  for  Partnership  Purposes 

In  this  class  of  investigation  the  circumstances  under  which  an 
accountant  may  be  called  in  are  generally  where  a  client  wishes  to 
secure  an  interest  in  some  firm,  where  a  partner  retires  and  wishes  his 
interest  determined,  or  where  the  representatives  of  a  deceased  partner 
desire  this  information. 

First,  take  the  case  of  a  client  who  wishes  to  purchase  an  interest  in  an 
existing  firm.  An  accountant  is  then  asked  to  investigate  the  books  to 
ascertain  the  profits,  and  advise  generally  as  to  the  advisability  of  entering 
into  partnership  to  conduct  the  business  already  existing.  The  accountant 
in  this  case  proceeds  with  his  investigation  on  much  the  same  lines  as  he 
would  do  if  investigating  the  books  for  the  purpose  of  granting  a  certificate 
of  profits.  Where  the  accountant  is  advising  a  client  as  to  the  purchase  of 
a  business,  in  addition  to  investigating  the  profits  earned,  he  will  look 
through  the  books  to  ascertain  whether  the  customers  are  changeable  or 
regular,  and  whether  during  the  latter  years  the  best  class  of  customers 

vol.  in  29 
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have  been  falling  off.  He  should  report  these  and  other  facts  bearing  on 
the  continuity  of  the  business  to  his  client,  as  material  facts  likely  to 
influence  his  decision.  He  will  also  be  in  a  position  to  report  whether  the 
amount  asked  for  goodwill  is  excessive,  judging  from  the  profits  earned. 

In  the  case  of  advising  a  client  as  to  entering  into  a  partnership,  the 
accountant  should  pay  special  attention  to  the  nature  of  the  business,  and 
report  whether  with  the  additional  capital  more  business  is  likely  to  be 
done.     In  not  a  few  cases  the  new  capital  sunk  in  the  business  has  been 
used  to  pay  off  old  liabilities,  and  the  new  partnership  is  started  with 
too  little  working  capital,  and  consequently  the  profits  may  remain  as 
before  without  any  material  increase,  while  the  capital  earning  that  profit 
has  been  increased,  so  that  the  return  is  reduced. 

Taking  now  the  case  of  an  investigation  where  a  partner  is  retiring, 
and  wishes  his  interest  determined,  or  where  the  representatives  of  a 
deceased  partner  are  to  be  paid  out.  The  contract  of  copartnery  should 
state  how  a  retiring  or  deceased  partner's  interest  is  to  be  ascertained,  and 
the  first  duty  of  the  accountant  is  to  procure  the  principal  deed  and  care- 
fully peruse  it.  Failing  proper  stipulations  in  the  contract,  the  provisions 
of  the  Partnership  Act  1890,  relating  to  the  dissolution  of  the  firm  under 
the  conditions  obtaining  in  the  particular  case,  should  be  read  into  the 
contract,  and  the  investigation  will  be  regulated  thereby.  An  accountant 
is  frequently  called  in  to  prepare  the  necessary  accounts  on  which  the 
settlement  is  to  take  place,  and  is  usually  the  same  accountant  who  has 
been  employed  during  the  partnership  to  adjust  the  annual  Balance-sheet 
of  the  firm.  If  this  is  the  case  the  work  may  be  confined  to  the  period 
from  the  last  balance  up  to  the  date  of  dissolution.  The  accountant,  after 
satisfying  himself  that  the  transactions  for  the  period  are  in  order  by 
examining  the  books,  will  prepare  the  accounts  on  the  lines  indicated  by 
the  agreement  or  prescribed  by  statute.  In  many  cases  the  provisions  of 
the  contract  of  copartnery  are  such  as  present  some  difficulty  in  inter- 
pretation, and  an  accountant  in  such  circumstances  should  consult  the 
party  who  prepared  the  deed  in  order  to  arrive  at  the  true  intention  of  the 
parties.  If  that  party  is  not  available,  he  should,  at  all  events,  have  a 
meeting  of  the  remaining  partners  and  hear  their  views,  after  which  he 
will  be  in  a  position  to  come  to  some  definite  decision.  Where  the  books 
of  a  partnership  have  not  been  regularly  balanced  by  an  accountant  the 
accountant's  work  is  somewhat  more  elaborate.  In  some  cases  the 
accountant  may  find  that  stock  has  never  been  taken  during  the  sub- 
sistence of  the  partnership,  and  that  no  lists  of  customers'  or  creditors' 
balances  have  been  prepared  periodically.  The  only  course  to  be  followed, 
then,  is  to  prepare  a  balance-sheet  or  state  of  affairs  at  the  date  of 
dissolution,  and  allocate  the  whole  period's  profit  or  loss  among  the 
partners.  If,  however,  the  books  have  been  kept  on  the  double  entry 
system,  and  stock  has  been  taken  annually,  the  accountant  may  resolve  to 
balance  the  books  for  each  year,  and  submit  a  Profit  and  Loss  Account  and 
Balance-sheet  for  each  year. 

The  accountant  should  at  all  events  prepare  complete  capital  accounts 
of  the  partners,  and  ascertain  whether  the  partners  have  drawn  salaries 
which  may  be  included  among  the  ordinary  salaries  and  wages,  but  which 
should  be  kept  quite  distinct.  He  should  also  ascertain  whether  any  of  the 
partners  have  had  the  management  of  the  cash  affairs  during  the  four 
years,  as  in  such  a  case  it  might  be  thought  advisable  to  check  all  the 
vouchers  to  see  that  the  payments  were  bona  fide  partnership  payments. 
The  assets  and  liabilities  at  the  closing  date  would  be  verified  in  much  the 
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same  lines  as  those  usually  followed  in  the  preparation  of  a  Balance-sheet 
for  a  specific  purpose  at  the  determination  of  some  interest  in  the  firm. 

Where  there  has  been  no  deed  of  copartnery  whatever,  or  an  agreement 
between  the  partners  mute  on  any  point  emerging,  it  must  be  borne  in 
mind  that  the  rights  of  the  partners  inter  se  are  governed  by  the  Partner- 
ship Act  1890. 

III.  Investigation  where  Fraud  is  suspected 

In  investigations  of  this  class  the  accountant  will  approach  his  work, 
not  with  the  open  mind  and  standard  of  reasonable  care  and  diligence 
demanded  of  him  in  the  conduct  of  an  audit,  but  with  a  presumption  of 
fraud  and  an  increased  sense  of  responsibility,  and  exercising  the  utmost 
care  and  professional  ability  he  can  bring  to  bear  on  the  work. 

When  an  accountant  is  instructed  to  investigate  books  for  the  purpose 
of  detecting  frauds,  he  may  be  called  in  while  the  clerk  suspected  is  still 
keeping  the  books  or  after  his  dismissal.  In  the  former  case  the  accountant's 
task  is  more  difficult  than  in  the  latter.  The  person  who  instructs  the 
accountant  may  inform  him  of  the  manner  in  which  he  suspects  the  frauds 
are  being  conducted,  and  will  also  give  such  information  regarding  office 
routine  and  organisation  as  will  enable  the  accountant  to  decide  on  his 
procedure.  It  is  preferable  in  such  cases  for  the  accountant  to  obtain 
possession  of  the  books,  where  at  all  possible,  but  this  is  not  always  possible 
or  advisable  in  the  interests  of  the  business.  Before  the  accountant 
proceeds  with  his  investigation  he  should  acquaint  himself  with  all  details 
regarding  the  office  routine,  and  be  thoroughly  acquainted  with  any  special 
terms  or  conditions  of  trade  peculiar  to  the  business  house.  Where  an 
accountant,  in  the  course  of  his  examination,  cannot  fully  understand  any 
entries  in  the  books,  he  should  defer  asking  an  explanation  from  those  in 
the  office  until  all  other  means  have  failed.  He  should  be  very  slow  to 
seek  information,  but  rather  should  endeavour  to  fathom  everything  for 
himself.  After  the  accountant  has  gone  over  the  transactions  where  fraud 
is  most  likely  to  have  been  committed,  and  has  found  nothing,  he  must  not 
assume  that  because  of  this  there  can  be  no  fraud.  He  should  use  every 
possible  check  in  other  directions,  and  it  is  very  often  found  that  although 
no  actual  embezzlement  of  cash  has  taken  place  the  books  may  have  been 
so  manipulated  that  the  sales  have  been  increased  or  the  purchases 
diminished ;  especially  is  this  the  case  when  any  of  the  staff  has  an  interest 
in  the  turnover  or  a  department's  gross  profit,  by  way  of  commission. 
The  accountant  should  carefully  examine  all  erasures  and  seeming  blots. 
An  investigation  cannot  be  satisfactorily  conducted  unless  the  books  are 
wholly  at  the  disposal  of  the  accountant,  references  to  them  by  the  office 
staff  only  being  made  in  his  presence ;  otherwise  the  check  marks  may  be 
imitated  or  deleted,  erasures  may  be  made  on  sections  of  the  work  already 
covered,  or  the  books  otherwise  manipulated  during  the  progress  of  the 
investigation,  in  such  a  way  as  would  baffle  the  most  expert  accountant 
with  the  most  thorough  methods.  All  summations  of  Ledger  accounts,  no 
matter  whether  the  accounts  are  square  or  not,  would  require  to  be  checked 
if  a  really  effective  investigation  is  to  be  made,  but  each  investigation  must 
be  modelled  to  suit  different  circumstances. 

Accountants  are  often  retained  to  investigate  books  with  a  view  of 
ascertaining  the  defalcations  of  an  absconding  official,  and  if  the  defalca- 
tions have  taken  place  by  manipulating  cash  transactions  with  third 
parties,  the  accountant  may  have  to  circularise  the  customers  and  creditors 
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to  ascertain  the  real  state  of  their  accounts.     The  creditors'  accounts  would 
require  to  be  verified  by  receiving  a  statement  from  each  creditor  who  is 
known  to  have  had  dealings  with  the  concern.     All  the  cash  transactions 
would  require  to  be  checked  with  the  vouchers  as  many  fictitious  payments 
may  appear  in  the  Cash  Book.     Unless  an  exhaustive  investigation  is  made 
there  will  probably  be  a  series  of  differences  requiring  adjustment  from 
time  to  time,  and  the  limit  of  the  defalcations  will  not  be  known  definitely 
for  a  considerable  period ;  it  is  far  preferable  to  probe  the  matter  to  the 
bottom  and  adjust  all  the  accounts  at  once  than  conduct  the  business  in 
the  uncertain  manner  which  a  partial  or  superficial  investigation  involves 
(see  "  Fraud  in  Accounts"  in  this  volume,  page  113). 

IV.  Investigations  to  ascertain  the  Compensation  in  Respect  of  Loss  or 
Profit  through  compulsory  Removal  under  Statutory  Powers 

This  class  of  investigation  is  rendered  necessary  by  some  public  body, 
such  as  a  municipal  corporation,  or  railway  company  acquiring  premises 
under  powers  contained  in  a  private  Act  of  Parliament  or  a  Provisional 
Order.  The  accountant  may  be  retained  by  either  party,  and  it  is 
obviously  in  the  interest  of  the  trader  to  represent  his  profits  as  large  as 
possible  to  secure  ample  compensation  for  the  compulsory  removal,  and  the 
purchasers  endeavour  to  reduce  the  profit  stated  to  as  low  a  point  as 
possible.  The  basis  of  the  claim  for  compensation  for  trade  disturbance  is 
the  amount  of  net  profits  considered  in  conjunction  with  the  nature  of  the 
business  conducted.  This  compensation  for  trade  disturbance  ranges  from 
one  to  five  years'  purchase  of  the  average  net  profits,  according  to  the 
character  of  the  trade. 

An  accountant  acting  for  the  trader  will  give  his  client  the  benefit  of 
any  doubt  or  difference  of  practice  in  preparing  the  accounts,  so  as  to  show 
as  large  an  amount  of  profits  as  possible,  and  for  that  purpose  he  will  care- 
fully investigate  the  expenses  paid  to  satisfy  himself  that  nothing  has  been 
charged  against  revenue  which  ought  to  be  treated  as  a  capital  outlay. 
The  accountant  may  find  it  necessary  to  examine  the  vouchers  to  attain 
this  object.  He  should  also  note  how  the  business  has  progressed  during 
the  period  he  is  investigating  by  observing  the  increase  or  decrease  in  the 
sales.  He  should  be  careful  to  keep  a  note  of  any  items  which  he  thinks 
may  be  the  subject  of  discussion,  and  be  able  to  give  reasons  for  the  course 
he  has  adopted  in  treating  these  items  as  he  has  done. 

In  cases  of  compulsory  removal  the  accountants  acting  for  the  parties 
usually  submit  the  results  of  their  investigations  in  the  form  of  a  report, 
and  although  the  net  profits  are  invariably  different,  it  is  frequently  found 
possible  to  identify  the  items  causing  the  difference,  and  to  have  the  trade 
profits,  at  least,  adjusted  to  the  satisfaction  of  both  parties.  The  difficulty 
is  to  arrive  at  the  net  profit.  The  accountant  for  the  trader  makes  no 
allowance  for  interest  on  capital  or  salary  for  management,  and  can  give 
reasons  for  so  doing,  while  the  accountant  acting  for  the  purchasers  charges 
interest  on  capital  and  salary  for  management  before  arriving  at  the  net 
profit.  This  question  is  discussed  in  "Compensation  for  Compulsory 
Kemoval,"  voL  ii.  page  230. 

Where  the  books  placed  before  the  accountant  have  not  been  kept  by 
double  entry,  he  should  endeavour  to  prepare  Profit  and  Loss  Accounts  on 
a  cash  basis,  and  for  that  purpose  he  should  analyse  the  Cash  Book.  How- 
ever, in  some  cases,  as  in  the  liquor  trade,  the  net  profits  for  this  purpose 
are  arrived  at  by  taking  a  percentage  on  the  purchases  as  gross  profit,  and 
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deducting  the  necessary  expenses.     It  is  always  preferable,  however,  to 
submit  Profit  and  Loss  Accounts  prepared  from  properly  kept  books. 

V.  Investigations  on  Behalf  of  a  Committee  of  Investigation  of  a 

Limited  Gmpany 

The  accountant  is  often  called  in  to  assist  a  committee  of  investigation 
who  have  been  appointed  by  the  shareholders  in  a  limited  company. 

The  accountant  in  this  connection  will  receive  instructions  as  to  what 
is  to  be  investigated  and  will  act  accordingly.  It  may  be  that  the  share- 
holders are  not  satisfied  with  the  audited  accounts  as  submitted  to  them. 
His  attention  in  this  case  would  be  devoted  to  ascertaining  for  himself  the 
accuracy  of  the  accounts  submitted,  and  he  would  therefore  require  to  go 
through  the  books  and  verify  or  rectify  the  figures  in  the  accounts.  He 
would  require  to  get  the  Stock  Sheets,  and  state  in  his  report  to  the  com- 
mittee the  basis  of  valuation  of  the  stock,  as  it  is  chiefly  in  this  connection 
that  the  profits  are  swollen.  He  would  also  report  as  to  the  party  respon- 
sible for  the  valuation  of  the  stock.  Where  the  accounts  have  been 
audited  by  a  firm  of  accountants,  the  accountant  may  assume  that  the  books 
have  been  properly  balanced.  The  investigating  accountant  would  pay 
special  attention  to  the  creditors'  balances,  and  see  that  no  invoices  have 
been  carried  over.  He  would  also  report  what,  in  his  opinion,  should  be 
the  value  of  the  various  assets  stated  in  the  Balance-sheet,  and  his  reasons 
for  differing  from  the  values  as  stated  in  the  audited  accounts. 

If  the  committee  of  investigation  instructed  the  accountant  to  in- 
vestigate suspected  frauds  by  an  official  of  the  company,  he  would  proceed  as 
already  mentioned  when  treating  of  investigations  where  fraud  is  suspected. 

A  company  may  have  been  making  losses  for  a  period  of  years,  and  an 
accountant  may  be  instructed  to  investigate  the  cause  of  such  losses. 
The  accountant  in  this  case  would  first  of  all  ascertain  what  profit  was 
earned  in  similar  companies,  and  the  percentage  of  gross  profit  earned  on  the 
sales  in  that  class  of  concern.  He  would  then  take  the  audited  accounts, 
and  by  means  of  percentage  statements  be  able  to  grasp  their  full  signifi- 
cance. After  comparing  the  accounts  with  those  of  similar  concerns  he 
would  see  where  any  extravagance  appears  to  be.  He  would  also  examine 
the  books  to  ascertain  whether  the  charges  have  been  of  an  extraordinary 
nature,  and  examine  the  terms  upon  which  goods  have  been  purchased  in 
order  that  he  may  report  whether  a  saving  could  be  accomplished  in  this 
direction.  Where  goods  have  been  sold  to  directors  or  officials  he  should 
specially  note  upon  what  terms  they  have  been  sold,  and  whether  the 
accounts  are  still  unpaid.  If  he  discovers  transactions  which,  in  his  opinion, 
are  outwith  the  objects  of  the  company,  he  should  plainly  report  these. 
Having  reviewed  the  accounts  and  books  to  his  satisfaction,  the  accountant 
will  then  be  in  a  position  to  finally  report  as  to  how  the  losses  have  been 
made,  giving,  where  possible,  a  statement  of  what  might  have  been  the 
result  had  the  business  been  economically  and  efficiently  worked.  He 
might  also  give  the  results  of  other  similar  undertakings  for  purposes  of 
comparing  the  concern  under  review  with  these. 

VI.  Investigations  to  obtain  Information  for  a  Meeting  of  Creditors. 

The  accountant  in  this  case  may  be  asked  to  prepare  a  statement  of 
affairs  from  the  books,  and  to  show  how  the  deficiency,  if  any,  has  arisen. 
The  accountant's  report  is  read  at  the  meeting  of  creditors,  and  the 
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creditors  decide  as  to  what  course  they  will  pursue.  They  may  resolve  to 
accept  a  composition,  wind  up  by  private  arrangement,  or  under  the  Court. 
It  is  therefore  of  the  greatest  importance  that  the  accountant  should  report 
fully  on  the  result  of  his  investigation. 

One  of  the  first  points  for  the  accountant  to  ascertain  is,  whether 
any  creditors  are  using  diligence  or  have  obtained  judgment.  If  he  finds 
that  certain  creditors  have  obtained  decree,  and  are  in  a  position  to  issue 
execution,  he  should  report  this  fact.  He  should  also  obtain  full  informa- 
tion as  to  the  bills  of  exchange  falling  due,  of  which  the  debtor  is  acceptor. 
He  will  then  proceed  to  ascertain  what  the  debtor's  assets  consist  of,  and 
whether  the  debtor's  life  is  insured,  and  if  so,  state  the  surrender  value 
'of  the  policies  in  the  state  of  affairs.  He  should  pay  special  attention  to 
the  transactions  immediately  preceding  his  investigation  to  ascertain 
whether  any  undue  preferences  have  been  granted. 

The  assets  of  an  insolvent  estate  are  usually  more  difficult  to  ascertain 
and  value  than  the  liabilities.  Even  where  the  book  or  nominal  valuation 
can  be  ascertained  it  is  frequently  necessary  to  write  down  that  value  con- 
siderably, to  show  what  will  be  the  amount  likely  to  be  received.  The 
bankrupt  himself  is  often  of  great  help  in  such  matters,  but  it  is  advisable, 
in  order  that  the  creditors  may  have  before  them  a  statement  which  they 
can  rely  upon  as  giving  a  correct  view  of  the  estate,  for  the  accountant  to 
call  in  an  expert  who,  from  his  personal  knowledge  and  experience,  is  in  a 
position  to  fix  accurately  the  value  of  the  assets  on  the  footing  of  the 
business  as  a  going  concern,  or  to  determine  their  break-up  value.  It  is 
always  desirable  to  show  the  nominal  or  book  value  of  the  assets,  together 
with  what  they  may  be  expected  to  produce  on  realisation,  as  it  enables 
the  amount  of  the  difference  which  is  due  to  a  forced  realisation  to  be 
determined.  The  book  debts  should  be  classified  into  good,  doubtful,  and 
bad.  The  doubtful  are  included  at  the  figure  they  are  expected  to  produce, 
and  the  bad  are,  of  course,  merely  shown  on  the  face  of  the  state,  but  are 
not  included  in  the  addition  of  the  assets. 

The  assets  most  readily  realisable  are  placed  first,  and  those  least  realis- 
able last  in  the  state.  The  dividend  shown  to  the  ordinary  creditors, 
exclusive  of  expenses  of  realisation,  is  given  in  a  note.  In  the  case  of  the 
insolvency  of  an  individual,  his  private  assets,  such  as  his  household 
furniture,  his  life  policy,  and  the  value  of  any  expectancy  he  may  have  to 
succeed  to  property,  must  be  included  in  his  Statement  of  Affairs. 

The  accountant  will  always  have  some  difficulty  in  ascertaining  to  whom 
the  household  furniture  belongs  when  it  is  claimed  by  the  bankrupt's  wife. 
He  should,  however,  be  fully  satisfied  on  this  point  before  reporting  to  the 
creditors,  and  evidence  of  the  wife's  claim  should  be  produced. 

The  books  of  the  bankrupt  seldom  show  the  total  liabilities,  and  the 
accountant  should  use  every  means  possible  not  only  to  ascertain  what 
liabilities  appear  in  the  books,  but  all  others  which  may  be  enforcible ;  and 
even  contingent  claims,  such  as  any  liability  through  the  bankrupt's  name 
being  upon  bills  of  exchange,  which  have  been  discounted  by  the  bankrupt, 
or  otherwise  put  into  circulation  with  his  name  upon  them,  and  which  may 
not  be  met  at  maturity,  should  be  included. 

Preferable  claims  for  taxes,  rent,  wages,  and  salaries,  so  far  as  they  are 
preferable  and  require  to  be  paid  in  full  out  of  the  assets  of  the  estate, 
should  be  deducted  from  the  assets,  in  order  to  show  the  net  estate  avail- 
able for  division  among  the  ordinary  creditors,  although  the  details  of  all 
such  preferable  claims  should  be  entered  among  the  liabilities,  but  not 
included  in  the  total. 
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The  claims  of  fully  secured  creditors  are  entered  on  the  liabilities  side, 
but  the  amounts  are  not  carried  out  in  the  total  column,  but  are  deducted 
from  the  assets  forming  the  specific  security  held ;  the  balance  only  of 
these  assets,  being  the  amount  not  required  to  meet  the  claims,  is  available 
for  the  ordinary  creditors  and  is  entered  in  the  Assets  column.  Claims 
partly  secured  are  entered  among  the  liabilities,  and  the  amount  to  which 
they  are  secured  is  deducted  from  them,  and  the  balance  which  is  un- 
secured, and  which  will  fall  to  receive  a  dividend  with  the  unsecured 
creditors,  appears  in  the  Total  Liabilities  column.  The  corresponding 
asset  appears  in  detail  among  the  assets,  but  its  value  is  not  extended  in 
the  Total  Assets  column.  The  object  of  these  adjustments  is  to  show 
clearly  the  net  assets  which  will  be  available  for  the  ordinary  creditors,  and 
the  total  amount  of  the  claims  of  the  ordinary  creditors  which  will  come 
against  the  available  assets. 

When  the  accountant  has  collected  all  the  particulars  necessary  for  a 
statement  of  affairs,  it  should  be  so  arranged  as  to  show  clearly  those  assets 
which  are  free  to  be  divided  among  the  ordinary  creditors,  and  those  which 
are  subject  to  special  claims,  which  must  be  liquidated  out  of  such  assets 
before  any  of  the  ordinary  creditors  can  rank  thereon. 

Sometimes  it  is  advisable  for  the  accountant  to  submit  a  statement  of 
affairs,  prepared  on  the  footing  of  the  business  being  a  going  concern, 
together  with  a  statement  on  a  break-up  basis.  A  Statement  of  Affairs 
should  always  have  appended  to  it  schedules  showing  the  fullest  particulars 
of  the  different  entries  which  appear  in  the  state  in  slump.  Thus  the 
names  and  addresses  of  the  creditors  should  be  given,  the  nature  of  the 
debt,  whether  a  trading  debt  or  for  borrowed  money,  and  the  particulars  of 
any  security  held. 

Where  the  accountant  is  not  merely  asked  to  prepare  a  Statement  of 
Affairs,  but  also  to  report  on  how  the  deficiency  has  arisen,  he  should 
endeavour  to  prepare  Trading  Accounts  for  a  period  of  years.  He  should 
also  use  every  possible  check  to  ascertain  whether  all  the  goods  sold  have 
been  accounted  for.  He  can  do  this  by  arriving  at  the  sales  on  a  cash 
basis,  and  comparing  the  figure  so  obtained  with  the  amount  recorded  in 
the  Day  Book.  He  should  also  give  a  statement  of  the  debtor's  personal 
drawings,  as  this  is  an  element  which  may  influence  the  creditors  in 
deciding  what  consideration  they  will  give  to  the  debtor.  The  accountant 
should  also  ascertain,  where  possible,  whether  the  result  of  the  past  trading 
has  been  brought  about  by  the  debtor's  own  fault,  or  whether  it  has  been 
due  to  the  nature  of  the  business  and  circumstances  over  which  he  had  no 
control.  These  considerations  are  necessary,  as  creditors  accepting  a  com- 
position will  naturally  wish  to  know  whether  the  debtor  can  be  trusted  to 
carry  on  the  business  with  the  view  of  paying  the  composition,  and  they  can 
take  steps  to  secure  themselves  sufficiently  against  his  failure  to  do  so. 

There  are  other  classes  of  investigations  for  which  an  accountant  may 
be  retained,  such  as  remits  to  accountants  by  the  Court,  reports  on  the 
accounts  of  a  firm  on  behalf  of  a  present  or  prospective  creditor,  and  similar 
minor  ones.  The  accountant  who  knows  definitely  the  object  he  wishes  to 
attain,  and  what  depends  on  the  facts  and  opinions  reported  by  him,  can 
always  decide  as  to  what  points  require  investigation  more  than  others. 

On  such  a  subject  little  more  than  general  outlines  can  be  given  to 
suggest  points  for  the  investigating  accountant's  guidance,  and  the  special 
object  in  view,  the  circumstances  of  the  particular  case,  and  the  conditions 
under  which  the  work  is  to  be  conducted,  must  govern  the  details.  It 
cannot  be  too  plainly  stated  that  every  investigation,  unlike  a  periodical 
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audit,  has  for  its  object  the  placing  of  expert  opinion  on  accounting  before 
parties  interested  in  some  decision  with  the  view  of  influencing  that 
decision,  and  therefore  the  result  of  the  accountant's  examination  and 
inquiry  should  be  clearly  set  forth,  and  unequivocally  reported  as  the  truth 
to  the  best  of  his  knowledge  and  belief. 

In  every  investigation  the  accountant  should  keep  careful  notes  of  all 
the  work  he  has  done,  and  the  sources  from  which  he  has  obtained  his 
information,  so  that  at  any  future  date  he  can  refer  to  these  notes  when 
any  inquiry  arises. 
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I.  Introduction 


Definition. — To  invest  money  is  to  lend  or  lay  it  out  with  a  view  to 
producing  interest  or  profit.  Money  does  not  increase  of  itself.  In 
Oriental  countries  the  ancient  practice  of  hoarding  it  up  in  one's  coffers 
or  burying  it  in  the  earth  for  safety  still  continues,  but  one  would  have 
thought  that  the  practice  had  long  ago  ceased  in  this  country.  It  is 
a  curious  fact,  however,  that  even  at  the  present  day  there  are  many 
persons  among  us  who  do  practically  the  same  thing.  If  they  do  not 
actually  lock  up  or  bury  their  money,  under  the  mistaken  idea  that  it  can 
only  be  safe  in  their  own  keeping,  they  follow  almost  as  unwise  a  course  by- 
leaving  it  on  current  account  at  a  bank  or  in  some  other  equally  unpro- 
ductive condition.  In  the  course  of  this  article  we  hope  to  show  how  it 
may  be  more  usefully  employed. 

Variety  of  Investments. — The  forms  of  investment  are  now  so  numerous 
and  various  that  an  investor  who  has  an  ambition  beyond  the  small  return 
yielded  by  consols  and  the  leading  trustee  stocks  usually  finds  it  by  no 
means  an  easy  matter  to  make  a  satisfactory  choice.  Indeed,  it  may  be 
said  with  truth  that  the  keeping  of  money  often  gives  rise  to  more 
perplexity  and  uncertainty  than  the  earning  of  it.  Only  too  often  has  the 
promise  of  large  profits  tempted  persons  who  have  not  the  advantage  of 
expert  knowledge,  or  who  do  not  seek  competent  advice,  to  risk  money  they 
can  ill  afford  to  lose  in  some  widely  advertised  venture  which  sooner  or 
later  comes  to  a  disastrous  end.  But  few,  if  any,  investments  are  really 
without  some  risk.     It  has  been  said  that  security  and  rate  of  interest  are 


INVESTMENT  457 

associated  in  an  inverse  ratio,  and  that  any  increase  in  the  interest  paid  for 
a  sum  of  money  in  excess  of  that  which  can  be  obtained  by  a  purchaser  in 
the  open  market  of  British  Government  securities  indicates  a  corresponding 
want  of  safety  in  the  investment.  Even  the  finest  Stock  Exchange  securities 
have  some  element  of  danger ;  the  yield  runs  the  risk  of  being  reduced,  or 
the  capital  value  of  the  investment  may  be  liable  to  diminution.  There  are 
thousands  of  different  securities  dealt  in  on  the  Stock  Exchange,  and  the 
public  generally  have  neither  the  time  nor  the  opportunity  of  acquiring 
reliable  information  as  to  the  merits  of  any  proposed  investment.  In  the 
case  of  trustees  the  selection  is  not  a  matter  of  such  difficulty,  since  the 
Legislature  has  prescribed  a  certain  series  of  the  safest  investments, 
generally  known  as  "  trustee  stocks,"  and  yielding  a  modest  return,  but 
individual  investors  who  are  not  subject  to  similar  restrictions  are  not 
always  satisfied  with  the  yield  from  such  gilt-edged  securities,  and  endeavour 
by  a  judicious  selection  in  a  wider  field  to  secure  a  better  return  for  their 
money,  with  little,  if  any  additional  risk.  L 

Investment  and  Speculation. — It  is  popularly  supposed  that  a  wide  gulf 
separates  ordinary  investment  from  speculation.  When  anyone  is  unfortu- 
nate enough  to  lose  his  money — no  matter  how  it  may  be  invested — the 
loss  is  usually  attributed  to  "  speculation,"  but  there  is  in  reality  no  sharp 
borderline  l>etween  the  two — the  one  insensibly  merges  into  the  other.  In 
this  as  in  many  other  cases  one  is  apt  to  be  deceived  by  mere  words. 
There  is  a  speculative  element  in  nearly  every  Stock  Exchange  investment, 
from  consols  down  to  the  wildest  wild-cat  mine.  Indeed,  many  persons 
would  be  much  surprised  to  know  how  much  speculation  really  takes  place 
even  in  Government  securities.  There  are  many  causes  that  give  rise  to 
fluctuations  in  these  securities,  and  the  man  who  buys  consols  when  the 
price  is  low  in  order  to  sell  at  a  higher  price  is  a  speculator  as  truly  as  the 
one  who  dabbles  in  gold-mining  shares.  Generally  speaking,  it  may  be 
said  that  when  money  is  placed  where  the  nominal  value  does  not  greatly 
fluctuate  and  a  regular  though  small  dividend  is  paid  it  is  usually  regarded 
as  invested ;  but  when  the  money  is  placed  out,  not  so  much  on  account  of 
the  dividend  to  be  obtained  as  in  the  expectation  of  a  rise  in  the  market 
price  of  the  stock,  the  operation  is  generally  termed  speculation.  It  will 
thus  be  seen  that,  however  great  the  horror  one  may  have  of  speculation — 
which  has  undoubtedly  led  to  much  misery  and  ruin  when  recklessly 
indulged  in — there  is  really  a  speculative  element  in  practically  all  in- 
vestments. There  is  always  such  a  demand  for  the  best  gilt-edged  stocks 
by  trustees  and  others  who  cannot  or  do  not  venture  farther  a-field  that 
their  high  prices  render  them  very  unremunerative,  and  if  the  investor  is 
really  going  to  make  money  he  must,  subject  to  all  proper  precautions,  take 
a  moderate  amount  of  risk.  Indeed,  experience  has  shown  that  it  is  not  the 
investor  who  sticks  to  high-class  securities,  or  the  one  who  speculates  in  the 
most  risky  ventures,  that  makes  money;  it  is  the  man  who  steers  the 
middle  course,  and  combines  what  is  generally  described  as  investment 
with  a  little  speculation,  that  usually  secures  the  best  return. 

II.  Investment  by  Trustees1 

General  Powers  of  Investment — It  is  the  duty  of  trustees  and  others 
holding  similar  fiduciary  positions  to  invest  all  trust  money  in  their  hands 

1  As  the  trustee  stocks  here  dealt  with  include  all  the  leading  Stock  Exchange  securities, 
the  information  given  may  be  useful  not  only  to  trustees  and  others  interested  in  trust  funds, 
but  also  to  the  ordinary  investor. 


458  INVESTMENT 

available  for  that  purpose  so  as  to  render  it  productive  for  the  benefit  of  the 
estate  under  their  charge,  and  they  are  subject  to  certain  penalties  if  they 
fail  to  do  so.  Their  powers  of  investment  may  arise  (1)  at  common  law,  in 
absence  of  any  directions  by  the  truster  or  testator ;  (2)  under  the  provisions 
of  the  trust  deed  or  settlement  under  which  they  act ;  or  (3)  under  the 
Trustee  Acts. 

(1)  At  Common  Law. — Where  no  directions  are  given  the  trustee  is, 
nevertheless,  required  to  exhibit  due  diligence  and  good  faith  in  the  choice 
of  investments,  subject  always  to  the  statutory  limitations  imposed  by  the 
Trustee  Acts.  He  should  conduct  his  business  as  trustee  like  an  ordinary 
prudent  man,  and  where  the  Court  is  satisfied  that  he  has  acted  bona  fidt 
it  seldom  holds  him  personally  responsible  in  case  of  unexpected  loss. 
Personal  security,  however,  is  usually  regarded  as  no  security  for  a  trustee, 
and,  indeed,  an  investment  of  that  kind  would  properly  be  looked  upon  as 
a  breach  of  trust.  Before  the  Trustee  Acts  authorised  investment  in  the 
present  long  list  of  stocks  a  trustee  was  usually  restricted  at  common  law 
to  British  Government  stocks  and  loans  on  heritable  property.  In  England 
the  only  Government  security  at  one  time  available  with  safety  was  the 
3  per  cent,  consolidated  bank  annuities,  and  it  was  considered  unwise  to 
invest  on  mortgage.  In  Scotland  loans  on  heritable  security,  however, 
have  long  been  a  usual  form  of  investment.  Money  awaiting  investment 
should  always  be  placed  on  deposit  in  bank,  and  never  kept  in  hand  or  on 
current  account  at  any  time  longer  than  is  absolutely  necessary.  The 
object  always  is  to  make  the  money  productive,  however  small  the  return. 
Deposit  in  bank  is  not  a  proper  form  of  permanent  investment,  and  the 
first  opportunity  should  be  taken  to  place  the  money  out  on  some  more 
remunerative  security,  providing  always  that  it  is  one  that  is  duly  author- 
ised by  the  truster  or  the  Trustee  Acts. 

(2)  Under  Trust  Deed, — Where  directions  are  given  by  the  truster  they 
must  be  strictly  followed.  The  proper  interpretation  of  these  directions 
may  sometimes  be  a  matter  of  difficulty,  and  the  trustees  will,  of  course,  be 
guided  by  their  legal  adviser.  When  serious  doubt  exists  as  to  the  course  to 
be  followed,  it  is  always  the  safest  course  to  apply  for  authority  to  the  Court, 
and  this  is  very  frequently  done  in  order  to  take  any  responsibility  that  may 
be  attached  to  the  act  from  the  shoulders  of  the  trustees.  There  have  been 
many  decisions,  both  in  England  and  Scotland,  showing  how  the  words  of 
the  truster  are  to  be  interpreted,  but  it  is  impossible  to  deal  with  these  in 
detail  within  the  limits  of  this  article.  Much  useful  information  on  the 
subject  will  be  found  in  Ellis's  Trustee  Act  1893  as  regards  English  trusts, 
and  Menzies'  Law  of  Scotland  affecting  Trustees,  which  deals  very  fully 
and  clearly  with  Scotch  trusts.  One  or  two  points  may,  however,  be  here 
noticed.  It  has  been  decided  that  power  to  invest  in  the  securities  of  any 
"  railway  or  other  public  company  "  includes  the  shares  and  other  securities 
of  companies  under  the  Companies  Acts ;  but  "  companies  incorporated  by 
Act  of  Parliament "  does  not  include  such  companies.  Where  trustees  are 
empowered  to  invest  in  trading  companies  they  are  not  necessarily  limited 
to  companies  whose  share  capital  is  fully  paid.  Again,  where  power  was 
given  to  invest  in  such  modes  as  they  "in  their  uncontrolled  discretion 
should  think  proper,"  the  trustees  were  not  held  liable  where  investment 
was  made  lonafide  in  the  purchase  of  bonds  of  a  foreign  company,  or  colonial 
railway  company,  or  shares  of  a  bank  on  which  there  was  a  liability. 

(3)  The  powers  of  investment  conferred  on  trustees  by  the  Trustee 
Acts  require  more  detailed  examination,  and  the  subject  is  dealt  with 
below. 
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Statutory  Powers  of  Investment — As  already  indicated,  the  only  Stock 
Exchange  securities  in  which  trustees  were  at  one  time  free  to  invest  with 
safety  were  the  public  funds;  but  various  Acts  of  Parliament  have 
extended  their  powers,  until  at  the  present  time  both  English  and  Scotch 
trustees  have  a  very  large  selection  to  choose  from.  The  Legislature  has 
always  exercised  a  paternal  solicitude  with  respect  to  the  investment  of 
money  under  the  control  of  trustees,  and  has  taken  special  care  to  confine 
such  investments  to  securities  which  are  regarded  as  "  safe."  With  this 
object  the  Trustee  Acts  provide  detailed  lists  of  securities  in  which  trustees 
are  authorised  to  invest  trust  money.  The  lists  have  naturally  been  com- 
piled with  great  care,  and  serve  as  a  very  useful  guide  to  the  better  class 
of  investments  not  only  for  trustees,  but  for  the  ordinary  investor  as  well. 
There  is  a  very  large  demand  for  6uch  stocks  on  the  part  of  trustees,  banks, 
insurance  companies,  and  others,  and  the  prices  are  always  high.  The 
average  yield  of  the  best  trustee  stocks  is  therefore  small,  and  if  the 
investor's  ambition  goes  beyond  3J  per  cent  he  must  make  a  selection  in  a 
somewhat  wider  field.  The  best  way  of  making  this  selection  will  be 
indicated  later  on.  In  the  meantime  it  will  be  convenient  to  deal  separately 
with  the  statutory  powers  of  Scotch  and  English  trustees,  in  order  better 
to  show  the  slight  differences  that  exist. 

(a)  Scotch  Trusts. — The  powers  of  investment  of  Scotch  trustees  are 
regulated  by  the  Trusts  (Scotland)  Amendment  Act  1884  (47  &  48  Vict. 
c.  63);  the  Trusts  (Scotland)  Act  1898  (61  &  62  Vict.  c.  42),  which 
extends  the  powers  of  investment  conferred  on  trustees  by  the  Act  of  1884 ; 
and  the  Colonial  Stock  Act  1900  (63  &  64  Vict.  c.  62),  which  applies  to 
both  England  and  Scotland.  In  construing  these  Acts  it  must  always  be 
remembered  that  the  word  "  trustee "  includes  tutor,  curator,  and  judicial 
factor. 

Trusts  (Scotland)  Amendment  Act  1884. — Under  section  3  of  the  1884 
Act  trustees  may,  unless  specially  prohibited  by  the  constitution  or  terms 
of  the  trust,  invest  the  trust  funds — 

A.  In  the  purchase  of.— (1)  Any  of  the  Government  stocks,  public  funds,  or 
securities  of  the  United  Kingdom  ;  (2)  Stock  of  the  Bank  of  England ;  (3)  Any 
securities  the  interest  of  which  is  or  shall  be  guaranteed  by  Parliament;  (4) 
Debenture  stock  of  railway  companies  in  Great  Britain  incorporated  by  Act  of 
Parliament ;  (5)  Preference,  guaranteed,  Hen,  annuity,  or  rent  charge  stock,  the 
dividend  on  which  is  not  contingent  on  the  profits  of  the  year,  of  such  railway 
companies  in  Great  Britain  as  have  paid  a  dividend  on  their  ordinary  stock  for 
ten  years  immediately  preceding  the  date  of  investment ;  (6)  Stock  or  annuities 
issued  by  any  municipal  corporation  in  Great  Britain,  which  annuities  or  the 
interest  or  dividend  upon  which  stock  are  secured  upon  rates  or  taxes  levied  by 
such  municipal  corporation  under  the  authority  or  any  Act  of  Parliament :  (7) 
East  India  stock,  stocks,  or  other  public  funds  of  the  Government  of  any  colony 
of  the  United  Kingdom  approved  Iby  the  Court  of  Session,  and  also  bonds  or  docu- 
ments of  debt  of  any  such  Government  approved  as  aforesaid,  provided  such  stock, 
bonds,  or  others  are  not  payable  to  the  bearer  ;  (8)  Feu -duties  or  ground  annuals. 

B.  In  Loans. — (9)  On  the  security  of  any  of  the  stocks,  funds,  or  other  property 
aforesaid  ;  (10)  On  real  or  heritable  security  in  Great  Britain  ;  (11)  On  debentures 
or  mortgages  of  railway  companies  in  Great  Britain  incorporated  by  Act  of  Par- 
liament ;  (12)  On  bonds,  debentures,  or  mortgages  secured  on  rates  or  taxes  levied 
under  the  authority  of  any  Act  of  Parliament  by  municipal  corporations  in  Great 
Britain  authorised  to  borrow  money  on  such  security ;  (13)  On  Indian  railway 
stock,  debentures,  bonds  or  mortgages  on  which  the  interest  is  permanently 
guaranteed  by  the  Indian  Government  and  payable  in  sterling  money  in  Great 
Britain ;  provided  that  the  trustees  shall  not  be  held  to  be  subject  as  defendants 
or  respondents  to  the  jurisdiction  of  any  of  Her  Majesty's  Courts  of  law  or  equity 
in  England  or  Ireland,  either  as  trustees  or  personally,  in  any  suit  for  adminis- 
tration of  the  trust  by  reason  of  their  having  invested  or  lent  trust  funds  as 
aforesaid. 
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Remarks  on  the  above  List — (1)  and  (2)  The  Bank  of  England  refuses 
to  take  notice  of  any  trust,  and  as  the  Bank  controls  the  public  funds,  even 
Government  securities  must  be  held  by  the  trustees  as  individuals.     (3) 
Observe  that  it  is  sufficient  if  the  interest  of  any  security  is  guaranteed  by 
Parliament.     (4)  Debenture  stock  of  the  Irish  or  Isle  of  Man  railways  are 
excluded.     It  should  also  be  noted  that  debenture  stock   is  perpetual, 
whereas  ordinary  debenture  bonds  are  usually  redeemable.     (5)  and  (6) 
Note  the  geographical  limitation  to  Great  Britain.     (7)  Until  the  passing 
of  the  Colonial  Stock  Act  1900  English  trustees  do  not  seem  to  have  had 
any  power  to  invest  in  Colonial  stocks,  and  under  the  1884  Act  Scotch 
trustees  had  to  obtain  the  approval  of  the  Court  before  investing  in  such 
securities.     Under  the  Colonial  Stock  Act  1900,  however,  all  trustees  can 
now  invest  in  a  large  number  of  these  stocks,  and  it  is  therefore  unnecessary 
to  indicate  the  securities  for  which  such  approval  has  been  sought  and 
obtained  or  refused.    (10)  An  unregistered  Bond  and  Disposition  in  Security 
is  not  heritable  security.     If  properly  secured  a  postponed  bond  is  allowed. 
Mortgage  includes  railway  mortgage.     The  proportion  of  the  value  of  the 
property  that  may  be  lent  has  been  fixed  for  Scotland  by  the  Trusts  Act 
1891  at  not  more  than  two-thirds,  and  in  England  the  same  limit  is  usually 
observed.     Scotch  trustees  may  lend  on  mortgage  over  real  property  in 
England,  but  not  in  Ireland  or  the  Isle  of  Man.     (11)  and  (12)  The  rail- 
ways or  corporations  must  always  be  in  Great  Britain.     (13)  Observe  that 
the  guarantee  of  the  Indian  Government  is  sufficient. 

Trusts  (Scotland)  Act  1898. — This  Act  provides  (sec.  3)  that  in  addition 
to  the  powers  of  investment  conferred  upon  trustees  by  the  third  section 
of  the  Trusts  (Scotland)  Amendment  Act  1884,  trustees  under  any  trust 
may,  unless  specially  prohibited  by  the  constitution  or  terms  of  the  trust, 
invest  the  trust  funds  (a)  in  the  purchase  of  redeemable  stock  issued  under 
the  Local  Authorities  Loans  (Scotland)  Acts  by  any  local  authority  in 
Scotland ;  or  (&)  in  loans  on  bonds,  debentures,  or  mortgages  secured  on  any 
rate  or  tax  levied  under  the  authority  of  any  Act  of  Parliament  by  any 
local  authority  in  Scotland  authorised  to  borrow  money  on  such  security. 

Colonial  Stock  Act  1900. — See  English  Trusts  infra. 

(b)  English  Trusts. — The  securities  in  which  English  trustees  may 
invest  are  specified  in  section  1  of  the  Trustee  Act  1893  (56  &  57  Vict.  c. 
52),  and  the  list  does  not  differ  much  from  that  contained  in  the  Trusts 
(Scotland)  Amendment  Act  1884.  As  already  indicated,  the  Colonial  Stock 
Act  of  1900  extended  the  powers  of  investment  of  trustees  to  various  Colonial 
securities. 

Trustee  Act  1893. — Under  section  1  of  this  Act  a  trustee  may,  unless 
expressly  forbidden  by  the  instrument  (if  any)  creating  the  trust,  invest 
any  trust  funds  in  his  hands,  whether  at  the  time  in  a  state  of  investment 
or  not,  as  follows : — 

(a)  In  any  of  the   Parliamentary   stocks   or   public  funds   of  the  United 
Kingdom ; 

(o)  On  real  or  heritable  securities  in  Great  Britain  or  Ireland ; 


(c)  In  the  stock  of  the  Bank  of  England  or  the  Bank  of  Ireland  ; 

(d)  In  India  3J  per  cent  stock  and  India  3  per  cent  stock,  or  in  any  other 
capital  stock  which  may  at  any  time  hereafter  be  issued  by  the  Secretary  of  State 
in  Council  of  India  under  the  authority  of  Act  of  Parliament  and  charged  on  the 
revenues  of  India ; 

(e)  In  any  securities  the  interest  of  which  is  for  the  time  being  guaranteed  by 
Parliament ; 

( f)  In  consolidated  stock  created  by  the  Metropolitan  Board  of  Works  or  by 
the  London  County  Council,  or  in  debenture  stock  created  by  the  Receiver  for  the 
Metropolitan  Police  District ; 
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(g)  In  the  debenture  or  rent-charge,  or  guaranteed  or  preference  stock  of  any 
railway  company  in  Great  Britain  or  Ireland  incorporated  by  special  Act  of 
Parliament,  and  having  during  each  of  the  ten  years  last  past  before  the  date  of 
investment  paid  a  dividend  at  the  rate  of  not  less  than  three  per  centum  per 
annum  on  its  ordinary  stock  ; 

(k)  In  the  stock  of  any  railway  or  canal  company  in  Great  Britain  or  Ireland 
whose  undertaking  is  leased  in  perpetuity  or  for  a  term  of  not  less  than  two 
hundred  years  at  a  fixed  rental  to  any  such  railway  company  as  is  mentioned  in 
subsection  (g\  either  alone  or  jointly  with  any  other  railway  company  j 

{%)  In  the  debenture  stock  of  any  railway  company  in  India,  the  interest  on 
whicn  is  paid  or  guaranteed  by  the  Secretary  of  State  in  Council  of  India  ; 

(J)  In  the  "B"  annuities  of  the  Eastern  Bengal,  the  East  Indian,  and  the 
Scinde,  Punjab,  and  Delhi  railways,  and  any  like  annuities  which  may  at  any 
time  hereafter  be  created  on  the  purchase  of  any  other  railway  by  the  Secretary 
of  State  in  Council  of  India,  and  charged  on  the  revenues  of  India,  and  which 
may  be  authorised  by  Act  of  Parliament  to  be  accepted  by  trustees  in  lieu  of  any 
stock  held  by  them  in  the  purchased  railway ;  also  in  deferred  annuities  comprised 
in  the  register  of  holders  of  annuity  Class  D,  and  annuities  comprised  in  the  register 
of  annuitants  Class  C  of  the  East  Indian  Kail  way  Company  ; 

(k)  In  the  stock  of  any  railway  company  in  India  upon  which  a  fixed  or 
minimum  dividend  in  sterling  is  paid  or  guaranteed  by  the  Secretary  of  State  in 
Council  of  India,  or  upon  the  capital  of  which  the  interest  is  so  guaranteed  ; 

(I)  In  the  debenture  or  guaranteed  or  preference  stock  of  any  company  in 
Great  Britain  or  Ireland  established  for  the  supply  of  water  for  profit,  and 
incorporated  by  special  Act  of  Parliament  or  by  Royal  Charter,  and  having 
during  each  01  the  ten  years  last  past  before  the  date  of  investment  paid  a 
dividend  of  not  less  than  five  pounds  per  centum  on  its  ordinary  stock  ; 

(m)  In  nominal  or  inscribed  stock  issued,  or  to  be  issued,  by  the  corporation  of 
any  municipal  burgh  having,  according  to  the  returns  of  the  last  census  prior  to 
the  date  of  investment,  a  population  exceeding  fifty  thousand,  or  by  any  County 
Council,  under  the  authority  of  any  Act  of  Parliament  or  Provisional  Oraer ; 

(n)  In  nominal  or  inscribed  stock  issued,  or  to  be  issued,  by  any  Commissioners 
incorporated  by  Act  of  Parliament  for  the  purpose  of  supplying  water,  and  having 
a  compulsory  power  of  levying  rates  over  an  area  having,  according  to  the  returns 
of  the  last  census  prior  to  the  date  of  investment,  a  population  exceeding  fifty 
thousand,  provided  that  during  each  of  the  ten  years  last  past  before  the  date  of 
investment  the  rates  levied  by  such  Commissioners  shall  not  have  exceeded  80  per 
cent  of  the  amount  authorised  by  law  to  be  levied ; 

(o)  In  any  of  the  stocks,  funds,  or  securities  for  the  time  being  authorised  for 
the  investment  of  cash  under  the  control  or  subject  to  the  order  of  the  High 
Court 

Bemarks  on  the  above  List. — (a)  The  2J  per  cent  stock  is  that  chiefly 
favoured  by  investors,  (b)  Corresponds  with  (10)  in  the  Scotch  list,  and  it 
will  be  noticed  that  English  trustees  may  extend  their  investments  on  heri- 
table security  to  Ireland.  In  England  a  trustee  is  not  justified  in  lending 
on  second  mortgage,  but  in  Ireland  the  objection  is  less.  There  is  no 
authority  given  to  purchase  land,  (c)  Bank  of  Ireland  stock  is  not  avail- 
able in  Scotland,  (d)  Indian  stocks  are  now  in  great  demand  and  command 
a  high  price,  (e)  These  are  few  and  not  very  important,  (g)  This  is  prob- 
ably the  most  important  item  in  the  list.  Trustees  have  bought  up  an 
enormous  amount  of  railway  preference  and  debenture  stocks,  and  have 
thus  enhanced  the  value  so  much  that  the  return  is  small.  The  condition 
as  to  the  payment  of  a  3  per  cent  dividend  for  ten  consecutive  years  on  the 
ordinary  stock  excludes  many  lines  which,  although  they  do  not  fulfil  the 
required  condition,  are  now  quite  flourishing.  The  Scotch  Act  gives  wider 
powers,  and  no  3  per  cent  limit  is  imposed  as  regards  the  ordinary  dividend. 
(h)  Investments  in  leased  railway  securities  cannot  be  recommended,  (i), 
(/),  and  (k)  relate  to  Indian  railways.  Indian  securities  will  be  dealt  with 
later.  (I)  Many  water  companies  in  London  and  elsewhere  pay  large  divi- 
dends, and  their  stocks  usually  stand  at  a  high  premium;  the  return  is 
therefore  small,     (m)  A  large  number  of  cities  and  towns  have  issued  loans 
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which  are  available  under  this  section.  The  interest  varies  from  3  to  31 
per  cent,  but  few  stocks  can  be  now  bought  to  yield  the  latter  rate,  (o) 
Eule  17  of  Order  xxii.  of  the  Eules  of  the  Supreme  Court  1883,  as  now 
amended,  authorises  the  investment  of  cash  under  the  control  or  subject  to 
the  order  of  the  Court  in  most  of  the  trustee  stocks  already  specified. 

The  Colonial  Stock  Act -1900. — This  Act  applies  to  Scotland  as  well  as 
England.     Section  2  provides  that  the  securities  in  which  a  trustee  may 
invest  under  the  powers  of  the  Trustee  Act  1893  (or  the  Trusts  (Scotland) 
Amendment  Act  1884  in  the  case  of  Scotch  trusts),  shall  include  any 
Colonial  stock  which  is  registered  in  the  United  Kingdom  in  accordance 
with  the  provisions  of  the  Colonial  Stock  Acts  1877  and  1892  as  amended 
by  this  Act,  and  with  respect  to  which  there  have  been  observed  such  con- 
ditions (if  any)  as  the  Treasury  may  by  Order  notified  in  the  London  Gazette 
prescribe.    The  restrictions  mentioned  in  sec.  2,  subsec.  (2)  of  the  Trustee  Act 
1893,  with  respect  to  the  stocks  therein  referred  to,  are  declared  to  apply  to 
Colonial  stock.    (The  subsec.  mentioned  prohibits  trustees  from  purchasing, 
at  a  price  exceeding  its  redemption  value,  any  of  the  stocks  specified  in 
subsecs.  (g),  (i),  (k),  (Z),  and  (m)  of  sec.  1  of  the  Trustee  Act  1893,  as  given 
above,  which  is  liable  to  be  redeemed  within  fifteen  years  of  the  date  of  pur- 
chase at  par  or  at  some  other  fixed  rate,  or  purchase  any  of  these  stocks 
which  is  liable  to  be  redeemed  at  par  or  at  some  other  fixed  rate,  at  a  price 
exceeding  15  per  cent  above  par  or  such  other  fixed  rate.)    The  Treasury 
keeps  a  fist  of  any  Colonial  stocks  in  respect  of  which  the  provisions  of  this 
Act  are  for  the  time  being  complied  with,  and  publishes  the  fist  in  the  London 
and  Edinburgh  Gazettes,  and  in  such  other  manner  as  may  give  the  public 
full  information  on  the  subject. 

The  conditions  prescribed  by  Treasury  Order,  dated  6th  December  1900, 
are  as  follows : — 

1.  The  Colony  shall  provide  by  legislation  for  the  payment  out  of  the  revenues 
of  the  Colony  of  any  sums  which  may  become  payable  to  stock-holders  under  any 
judgment,  decree,  rule,  or  order  of  a  Court  in  tne  United  Kingdom. 

2.  The  Colony  shall  satisfy  the  Treasury  that  adequate  funds  (as  and  when 
required)  will  be  made  available  in  the  United  Kingdom  to  meet  any  such  judg- 
ment, decree,  rule,  or  order. 

3.  The  Colonial  Government  shall  place  on  record  a  formal  expression  of  their 
opinion,  that  any  Colonial  legislation  which  appears  to  the  Imperial  Government 
to  alter  any  of  the  provisions  affecting  a  stock  to  the  injury  of  the  stock-holder,  or 
to  involve  a  departure  from  the  original  contract  in  regard  to  the  stock,  would 
properly  be  disallowed. 

A  complete  list  of  the  various  Colonial  stocks  upon  which  the  Govern- 
ment hall-mark  has  thus  been  put  will  be  found  in  the  Stock  Exchange 
Official  Intelligence  for  the  current  year.  It  is  too  long  to  be  here  quoted. 
This  list  gives  a  very  comprehensive  selection  of  Colonial  securities  in 
which  Scotch  trustees  are  now  free  to  invest,  without  any  application  to  the 
Court  for  approval ;  and  English  trustees  are  practically  for  the  first  time 
permitted  to  invest  in  such  securities.  It  will  also  be  suggestive  to  the 
ordinary  investor.  It  must  be  remembered,  however,  that  the  restrictions 
mentioned  in  sec.  2,  subsec.  (2)  of  the  Trustee  Act  1893  (already  referred  to) 
apply  to  these  stocks. 

III.  Notes  on  the  Principal  Investments 

In  dealing  with  trustee  stocks  we  have  already  made  brief  reference  to 
a  few  of  the  principal  securities,  but  it  will  now  be  desirable  to  add  some 
additional  details  in  regard  to  the  principal  stocks,  with  a  few  practical 
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hints  to  intending  investors.  Lists  of  the  leading  securities  in  each  class, 
with  the  prices,  yield  per  cent,  and  business  done  from  time  to  time,  will  be 
found  in  the  principal  financial  and  other  newspapers.  The  most  reliable 
information  is  usually  given  in  the  Financial  News — the  leading  London 
"  city  "  daily.  Detailed  information  with  respect  to  all  these  securities  and 
the  various  companies  concerned  will  be  found  in  the  Stock  Exchange  Official 
Intelligence  (already  referred  to),  the  Stock  Exchange  Year  Book,  and  the 
Mining  Manual. 

Government  Securities. — These  represent  the  debt  of  the  nation,  and 
probably  present  the  safest  financial  investments  in  the  world.  The  prin- 
cipal cannot  be  demanded,  although  the  Government  may  repay  it  on 
giving  certain  notice ;  but  there  is  always  a  ready  market,  and  the  mode  of 
transfer  is  inexpensive.  Large  amounts  are  held  by  banks  and  insurance 
and  other  companies,  while  trustees  here  find  their  highest  security.  No 
stock  is  so  sensitive  to  political  and  commercial  influences  and  the  condition 
of  the  money  market  generally.  In  fact,  consols  form  a  pretty  reliable 
barometer  of  the  prosperity  of  the  country  and  the  confidence  reposed  in 
the  Government  of  the  day.  The  fluctuations  in  prices  are  usually  very 
slight,  but  in  periods  of  crises  quotations  are  seriously  affected.  In  1899 
the  price  fluctuated  no  less  than  13|  per  cent.  The  return  is  less  than  in 
the  case  of  any  other  permanent  investment,  and  it  is  therefore  unprofitable 
to  keep  all  one's  money  in  such  securities.  It  may  surprise  some  to  learn 
that  consols  afford  opportunities  for  speculation,  but  it  is  the  fact  that  in 
periods  of  political  or  commercial  panic  the  fluctuations  induce  many 
operators  to  speculate  in  even  the  premier  security.  The  highest  and 
lowest  prices  for  five  years  up  to  1902  were  as  follows : — 

Tear. 
1898 
1899 
1900 
1901 
1902 

The  time  to  buy  consols  or  other  first-class  stocks  is  when  money  is 
dear.  When  bankers  are  offering  a  high  rate  for  money  on  deposit,  people 
who  are  getting  no  more  than  2  J  per  cent  on  their  consols  will  sell  the 
latter  in  order  to  lend  the  proceeds  to  the  banker. 

Corporation  Stocks. — Large  sums  have  been  raised  by  various  cities  and 
towns  throughout  the  kingdom  for  such  objects  as  paving,  drainage, 
lighting,  water-supply,  etc.  and  as  both  principal  and  interest  are  secured 
on  the  rates  the  investment  may  be  considered  quite  safe.  Corporation 
stocks  are  favourite  investments  not  only  with  trustees,  but  with  many 
other  investors  who  wish  to  lay  out  their  money,  or  at  least  part  of  it,  in 
unimpeachable  securities,  and  look  to  a  somewhat  better  return  than  is 
afforded  by  consols.  The  fluctuation  in  prices  is  inconsiderable.  The 
average  yield  is  about  3  per  cent,  but  some  stocks  may  be  bought  to  yield 
up  to  3£  per  cent.  They  bring  in  regular  interest,  are  sure  of  redemption 
at  maturity,  and  are  always  available  as  security  for  a  loan  from  one's 
banker  if  that  should  ever  be  necessary.  In  considering  the  relative 
merits  of  such  stocks  one  should  always  keep  in  view  the  population  and 
importance  of  the  place,  the  amount  of  the  outstanding  debt,  and,  above  all, 
the  dates  fixed  for  redemption,  as  any  premium  that  may  have  been  paid 
would  be  lost  when  the  stock  is  redeemed. 

Colonial  Securities. — Colonial  Government  securities  have  already  been 
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referred  to,  and  the  list  of  Colonial  stocks  in  which  trustees  are  authorised 
to  invest  forms  a  useful  guide  to  the  best  of  them.     No  doubt  some 
Colonies  have  borrowed  recklessly  in   the   laudable   desire  to   construct 
railways,  harbours,  and  docks,  and  provide  for  the  drainage,  lighting,  and 
water-supply  of  towns  and  cities.     Where,  however,  the  conditions  laid  down 
by  the  Imperial  Government,  as  set  forth  above,  have  been  complied  with 
the  investment  may  be  regarded  as  quite  safe.     Colonial  securities  are  now 
very  popular,  as  is  evidenced  by  the  premium  at  which  many  of  them 
stand.     Much  of  the  money  borrowed  has  been  spent  on  railways  and  other 
revenue-earning  works,  and  all  the  principal  Colonies  are  rapidly  growing, 
and  wealth  is  accumulating.     The  interest  is  usually  paid  half-yearly  in 
London. 

Indian  Securities. — A  large  portion  of  the  Indian  loans  was  required 
for  military  operations,  but  a  good  deal  has  also  been  expended  on  irrigation 
and  other  public  works  which  bring  in  a  revenue.  The  resources  of  the 
country  have  been  rapidly  developed  by  the  extension  of  railways,  and  the 
tea  and  coffee  plantations  are  now  very  numerous.  Indian  Government 
securities  are  considered  to  be  as  safe  as  consols,  while  they  yield  a  better 
return.  There  are  three  sterling  issues  bearing  interest  at  2 J,  3,  and  3  J  per 
cent,  of  which  the  two  latter  are  the  most  marketable,  as  they  have  a  long 
time  to  run.  Indian  railway  securities  pay  a  fair  rate  of  interest,  but  one 
should  exercise  considerable  caution  before  investing  in  any  of  the  numerous 
tea  and  coffee  plantations  which  are  regularly  floated  as  limited  companies. 
The  Indian  debt  is  managed  by  the  Bank  of  England. 

Banks. — Bank  of  England  stock  forms  one  of  the  very  best  investments, 
and  is  among  the  principal  securities  open  to  both  Scotch  and  English 
trustees.  Other  bank  stocks  (excepting  that  of  the  Bank  of  Ireland,  in 
which  English  trustees  may  invest)  are  not  included  among  the  trustee 
investments,  although  many  of  them  are  regarded  as  excellent  securities. 
The  principal  banks  make  very  large  profits,  and  some  of  them  pay  as  much 
as  20  per  cent  on  the  original  amount  subscribed.  The  shares  can  be 
bought  to  yield  about  4  per  cent.  There  can  be  no  doubt  that  a  certain 
risk  attaches  to  ordinary  bank  shares ;  they  are  not  usually  fully  paid,  and 
one  must  always  bear  in  mind  that  there  is  generally  a  considerable  uncalled 
liability  upon  them.  Nearly  all  banks  are  now  registered  under  the 
Companies  Acts,  and  one  can  always  ascertain  the  utmost  liability  of  a 
shareholder.  It  is  therefore  unlikely  that  such  a  terrible  disaster  as  was 
brought  about  by  the  failure  of  the  City  of  Glasgow  Bank  will  occur  again. 
Yet  banks  mainly  depend  for  their  profits  on  a  credit  system,  which  in  its 
turn  depends  upon  the  confidence  of  the  public  in  the  bank  and  the  credit 
it  commands.  In  this  respect  it  is  unlike  a  railway,  or  even  a  good 
industrial  concern  with  real  estate  which  cannot  disappear.  At  one  time 
the  operations  of  speculators  in  its  shares  might  seriously  affect  a  bank's 
credit,  but  it  is  now  illegal  for  anyone  but  a  bona  fide  shareholder  to  sell 
bank  shares.  Sudden  crises  are  guarded  against  by  reserves  which  are 
securely  invested  and  easy  of  realisation. 

Railways — (a)  British. — Investments  in  railway  securities  are  generally 
regarded  as  among  the  soundest.  Railways  are  a  necessity,  and  their  work, 
in  the  nature  of  things,  "  goes  on  for  ever."  Profits  depend  upon  the  com- 
mercial prosperity  of  the  country,  but  are  also  largely  affected  by  the  cost 
of  fuel  and  materials,  the  weather,  accidents,  strikes,  etc.  But  most  of 
these  disturbing  elements  have  only  a  transient  effect.  There  are  many 
persons,  however,  who  look  with  disfavour  on  railway  investments.  Unlike 
commercial  concerns  that  may  suit  their  prices  to  their  wages  bill,  railway 
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companies  are  limited  by  Parliament  to  fixed  rates  both  for  the  carriage  of 
goods  and  passengers,  and  it  is  unlikely  that  these  rates  will  be  materially 
increased.  But  there  is,  we  are  told,  no  limit  to  the  demands  of  the  men, 
and  it  is  prophesied  that  in  the  near  future  the  railways,  if  worked  at  all, 
will  practically  be  carried  on  for  the  benefit  of  the  men  alone.  This  may 
be  too  gloomy  a  picture,  but  from  the  ordinary  investor's  point  of  view  it 
is  noteworthy  that  a  great  decline  has  taken  place  in  the  yield  of  ordinary 
stocks  during  recent  years.  Dividends  have  fallen  disastrously  since  1898, 
and  the  present  yield  on  many  stocks  is  less  than  3  per  cent.  Twenty 
years  ago  even  5  per  cent  was  not  considered  too  large  a  yield.  It  is  there- 
fore safest  to  confine  one's  attention  to  the  prior  stocks  or  good  preferred 
ordinary  shares.  Debenture  and  preference  stocks  can  be  obtained  to 
yield  from  8  \  to  4  per  cent ;  but  if  one  takes  a  fancy  to  ordinary  stocks  he 
should  confine  himself  to  the  best  class  of  dividend  payers.  The  weekly 
traffic  returns  appearing  regularly  in  the  money  article  of  the  principal 
newspapers  give  an  approximate  idea  of  the  actual  earnings  and  prospective 
dividends,  but  it  must  always  be  remembered  that  these  returns  only  tell 
half  the  story ;  no  mention  is  made  of  the  expenditure  for  the  same  periods. 
An  increase  in  the  goods  receipts  is  always  a  better  indication  of  the  con- 
dition of  trade  than  an  increase  in  the  passenger  traffic;  but  from  the 
stockholder's  point  of  view  the  increase  of  passengers  is  more  welcome. 
Passenger  trains  have  to  be  run  whether  full  or  empty,  and  the  expense  is 
the  same  in  either  case.  Again,  passengers  move  themselves  at  the  stations, 
whereas  goods  require  handling,  and  the  larger  the  quantity  the  greater  the 
labour  and  expense. 

(b)  Indian  and  Canadian. — The  interest  on  Indian  railway  securities  is 
guaranteed  by  Government,  and  large  sums  have  been  raised  in  this  country 
for  these  railways.  Should  the  profits  in  any  year  not  be  sufficient  to  meet 
the  guaranteed  interest  the  balance  is  made  up  from  revenue.  When  they 
exceed  the  guarantee,  the  surplus,  after  repayment  to  the  Government  of 
any  previous  deficiency  made  up,  is  divided  between  the  Government  and 
the  stockholder.  Indian  railways  are  considered  quite  safe,  and  invest- 
ments yield  a  fair  return.  The  stocks  of  the  Canadian  Pacific  Railway  and 
the  Grand  Trunk  of  Canada  are  also  popular  with  British  investors. 

(c)  Foreign. — Whether  or  not  British  railway  securities  are  undesirable 
investments,  there  can  be  no  doubt  that  those  of  foreign  lines  are  much 
more  risky.  There  is  a  high  return  on  these  stocks,  but  it  would  be  unwise 
for  any  one  to  hold  a  large  amount. 

(d)  American. — Many  American  railway  securities  are  on  the  English 
market,  but  most  of  them  are  best  avoided.  The  Yankee  system  of 
management  differs  much  from  that  which  holds  in  this  country.  "  Pools," 
"deals,"  and  the  cutting  of  rates,  have  a  disturbing  effect,  and  the 
"  presidents "  not  infrequently  imperil  the  interests  of  shareholders. 
^Repudiations,  bankruptcies,  and  reconstructions  have  shaken  the  confidence 
of  investors.  Some  of  the  lines,  including  the  New  York  Central,  the 
Pennsylvania,  and  Illinois  Central,  are  ably  managed.  First  mortgage 
bonds,  or  gold  bonds  payable  in  London,  are  the  safest  securities.  Clever 
investors  —  or  perhaps  we  should  say  "speculators"  —  who  study  the 
markets  well  often  make  large  profits  in  juggling  with  these  stocks. 

Foreign  Stocks. — These  are  as  a  rule  of  a  speculative  character,  and 
should  only  be  touched  with  great  caution.  A  great  deal  depends  upon  the 
political  situation.  In  well-governed  states,  where  obligations  have  hitherto 
been  promptly  met,  some  capitalists  look  on  the  stocks  with  favour,  and  of 
course  the  yield  is  much  higher  than  can  be  obtained  on  similar  securities 
vol.  Ill  30 
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in  this  country.  Other  countries,  like  some  of  the  South  American  states, 
are  in  a  chronic  state  of  instability,  and  their  securities  should  be  avoided 
Too  often  the  sums  raised  ostensibly  for  development  works  have  been  used 
to  pay  interest  on  old  debts,  wasteful  expenditure  by  the  rulers  of  the  day, 
and  for  military  and  naval  purpose* 

Land. — A  very  large  proportion  of  the  capital  available  for  investment 
in  Scotland  is  lent  on  heritable  security.  The  Scotch  system  of  registration 
of  land  rights  enables  one  so  readily  to  investigate  title  that  Bonds  and 
Dispositions  in  Security  have  become  the  favourite  class  of  investment  with 
trustees  and  others.  The  conditions  under  which  trustees  may  lend  money 
on  such  security  have  already  been  referred  to,  and  the  ordinary  investor 
will  do  well  to  keep  within  the  same  safe  limits.  The  buying  and  selling 
of  house  property  partakes  of  a  speculative  character,  but  with  the  exercise 
of  due  caution  a  good  deal  of  money  can  be  made  in  this  way.  Feu  duties 
also  form  an  excellent  class  of  permanent  investment  In  England  the 
investments  available  are  ground  rents,  mortgages,  and  the  purchase  of  real 
property.  Ground  rents  are  a  favourite  subject  of  investment,  and  although 
the  yield  is  not  very  high  they  possess  some  advantages  even  over  consols. 
For  example,  a  small  investor  can  generally  obtain  a  higher  return  on  his 
money  than  a  large  one,  whereas  the  price  of  consols  is  the  same  to  either  class 
of  investor.  Again,  there  are  practically  no  fluctuations  in  price.  In  regard 
to  all  such  investments  one  should,  of  course,  be  guided  by  his  legal  adviser. 

Mines. — Many  fortunes  have  been  quickly  made  and  many  as  quickly 
lost  by  speculating  in  mining  shares.  In  a  large  proportion  of  cases  the 
operations  in  such  shares  on  the  Stock  Exchange  partake  more  of  the 
nature  of  gambling  than  investment.  When  the  public  do  decide  to  deal 
freely  in  mining  shares,  and  a  "  boom  "  is  created,  they  usually  buy  wildly 
and  blindly  as  they  see  prices  rising  high,  and  sell  at  a  loss  when  the 
quotations  come  tumbling  down.  Those  who  have  been  wise  and  fortunate 
enough  to  sell  at  the  psychological  moment  often  realise  large  sums,  and  in 
no  class  of  security  is  there  such  a  possibility  of  quickly  making  money. 
Gold-mining  shares  are  usually  bought,  not  as  a  "  lock  up,"  but  in  order  to 
sell  quickly  at  a  higher  figure ;  thus  the  public  are  almost  invariably 
"  bulls."  Many  of  the  mines  whose  shares  are  quoted  among  the  highest 
have  never  yet  produced  a  dividend.  South  African  gold-mining  shares, 
commonly  called  "  Kaffirs,"  are  the  leading  ones ;  but  notwithstanding  the 
acquisition  of  the  Transvaal  by  this  country  and  the  rapid  development  of 
our  new  colonies  these  shares,  as  well  as  most  other  mining  shares,  have  for 
a  very  long  time  been  neglected.  In  dealing  with  such  risky  securities  it  is 
essential  to  have  a  thoroughly  reliable  broker.  Prices  are  constantly  varying, 
and  individual  mines  are  liable  to  sudden  changes  of  fortune;  it  would,  there- 
fore, serve  no  useful  purpose  to  enter  into  greater  detail  here,  even  if  space 
were  available.  Every  mine  must  be  judged  on  its  merits  at  the  time  of 
investment.  Even  brokers  and  others  who  are  in  a  position  to  have  special 
information  often  lose  heavily  when  dealing  in  mining  shares,  and  unless 
the  ordinary  investor  has  very  special  and  reliable  information  he  had 
better  leave  such  shares  severely  alone.  In  any  case  he  should  only  risk 
what  he  is  prepared  to  lose  without  getting  into  difficulties. 

Miscellaneous  Investments. — It  is  impossible  within  the  limits  of  this 
short  article  to  refer  in  detail  to  all  the  securities  open  to  investors.  We 
have  already  dealt  with  a  selection  of  the  leading  investments,  and  must 
dismiss  the  remainder  in  a  very  few  words.  Industrial  and  trading 
concerns  often  provide  excellent  investments,  although  they  are  of  course 
subject  to  ordinary  trade  risks.     Coal  and  gas,  telegraphs  and  telephones, 
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water,  canals  and  docks  and  tramways  are  among  the  best.  Shipping, 
brewery,  and  tea  and  coffee  shares  are  less  favoured.  Patents  sometimes 
bring  in  large  profits  to  the  owners,  but  few  of  the  companies  floated  to 
work  them  have  been  successful.  Some  of  the  best  miscellaneous  companies 
yield  a  return  of  from  5  to  7  per  cent,  and  are  well  worth  the  attention  of 
the  small  investor. 

IV.  General  Hints  to  Investors 

A  good  deal  has  already  been  said  in  reference  to  the  various  classes  of 
investments,  but  a  few  general  remarks  may  be  added  in  conclusion. 

The  ordinary  investor  rarely  has  the  time  or  the  opportunity  of 
acquiring  information  about  Stock  Exchange  securities.  His  first  important 
step  should,  therefore,  be  to  employ  a  reliable  broker,  who  should  always  be 
a  member  of  the  Stock  Exchange.  There  are  many  "  outside  "  brokers  who 
advertise  largely  in  the  newspapers,  and  use  the  most  cunning  wiles  by  means 
of  circulars  and  otherwise  to  induce  the  public  to  operate  through  them 
— usually  on  the  "  cover  "  system.  Some  of  these  brokers  may  be  honest 
enough,  but  they  are  not  subject  to  the  strict  rules  of  the  Stock  Exchange, 
and  their  "  tips "  are  usually  unreliable.  All  such  dealers  in  stocks  and 
shares  are  best  avoided.     Members  of  the  Stock  Exchange  never  advertise. 

The  wealthy  capitalist  may  afford  to  take  an  occasional  heavy  risk,  but 
the  ordinary  individual,  particularly  if  he  has  others  dependent  upon  him, 
should  confine  himself  within  narrower  limits.  In  particular,  the  money 
or  the  income  from  which  one  has  to  depend  for  his  living  should  always 
be  secured  on  the  soundest  investments.  A  golden  rule  for  the  investor 
is  never  to  put  all  his  eggs  in  one  basket.  When  the  amount  avail- 
able for  investment  is  small  one  is  often  tempted  to  risk  it  all  in  one 
particular  security.  It  is  recommended  that  about  a  quarter  of  one's 
capital  should  be  put  in  first-class  securities,  such  as  the  best  trustee 
stocks;  its  safety  will  then  be  assured  and  one's  mind  can  be  at  rest 
regarding  it.  About  one-twentieth,  or  in  any  case  not  more  than  one-tenth, 
might  be  risked  in  mines  or  similar  speculative  stocks.  The  remainder 
can  be  invested  in  good  industrial  concerns.  Only  such  a  portion  of  one's 
capital  as  one  can  afford  to  lose  without  serious  embarrassment  should  ever 
be  laid  out  in  speculative  investments  such  as  mines,  new  ventures,  or  other 
stocks  or  shares  liable  to  violent  changes  on  the  market.  The  tendency  of 
the  public  generally  is  for  wild  speculation  on  the  chance  of  making  some  of 
the  large  profits  so  confidently  promised  in  new  prospectuses  and  the  circulars 
of  outside  brokers.  When  industrial  concerns,  for  example,  are  converted 
into  limited  companies,  the  change  is  not  always  for  the  better  even  if  the 
business  has  previously  been  successful.  It  is  not  infrequently  a  sign  that 
the  profits  are  declining,  and  the  officials  of  a  public  company  have  not 
usually  such  a  keen  interest  as  the  partners  in  a  private  concern  in  making 
the  business  a  success.  The  figures  given  in  the  prospectus  should  be 
carefully  analysed.  The  profits  for  several  years  back  should  be  shown 
separately  for  each  year,  and  the  figures  on  which  the  estimate  of  future 
enhanced  profits  is  based  should  be  clearly  set  forth.  The  accountant's 
certificate  sometimes  lumps  the  profits  of  several  preceding  years,  and  states 
that  these  profits  were  at  the  rate  of  so  much  per  annum.  This,  however, 
does  not  show  whether  the  profits  are  increasing  or  decreasing.  The  names 
of  the  directors,  however  well  known  or  highly  placed  in  the  social  scale 
they  may  be,  are  seldom  a  guarantee  of  the  soundness  of  the  concern. 

Gilt-edged  securities  can  usually  be  most  cheaply  purchased  at  the  end 
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of  the  year  when  there  is  often  a  disposition  on  the  market  to  realise. 
Stocks  in  general  should  be  bought  when  the  price  is  lower  than  the  average 
for  a  few  years  back,  when  good  news  is  expected,  when  there  are  actual 
dealings  in  the  shares,  or  after  a  sudden  fall.  Stocks  should  be  sold  after  a 
sudden  rise,  after  good  news  has  put  the  prices  up,  or  when  bad  news  is 
expected.  It  would  be  a  mistake  to  buy  after  an  important  rise  or  the 
announcement  of  a  good  dividend,  or  to  sell  after  a  heavy  fall,  or 
immediately  on  the  publication  of  either  good  or  bad  news.  But  the 
public  as  a  rule  do  not  follow  this  advice,  and  in  consequence  they  lose  a 
good  deal  of  money  which  might  have  been  saved.  When  a  stock  is 
neglected  for  a  time  and  prices  are  low,  the  public  will  usually  have 
nothing  to  do  with  it;  but,  if  for  some  reason  the  price  goes  steadily 
up  for  a  time  they  conceive  that  it  must  be  a  good  thing,  and  buy  at  or 
near  the  top  price.  Eailway  securities  are  best  secured  after  a  slack  period 
when  things  are  beginning  to  improve. 

The  ordinary  small  capitalist,  whose  object  is  rather  to  invest  than  to 
speculate,  should  avoid  securities  which  are  closely  affected  by  the  tone  of 
the  market  and  the  prices  of  which  are  constantly  varying.  To  him  the 
best  class  of  municipal,  railway,  gas,  and  water  stocks  and  similar  securities 
are  much  more  desirable.  But  when  one  wishes  to  be  in  a  position  to 
quickly  realise  his  investments,  he  must  confine  himself  to  such  as  have  a 
free  market. 

In  Stock  Exchange  operations  as  in  ordinary  trade  the  principle  of 
"  small  profits  and  quick  returns  "  generally  works  best.  Do  not  despise  a 
small  profit ;  if  you  hang  on  to  the  stock  in  the  hope  of  a  further  rise,  you 
may  see  it  suddenly  drop.  When  a  stock  falls  steadily  below  the  price  at 
which  it  was  bought  it  is  usually  desirable  to  "  cut  one's  loss  "  by  selling 
before  the  quotation  sinks  lower ;  but  there  are  often  cases  in  which  it  is 
advisable  to  hold  the  shares.  The  circumstances  of  each  case  should  decide. 
(See  also  "  Stock  Exchange.")  W.  Gordon  Campbell. 

Invoice. — An  invoice  is  a  statement  forwarded  with  goods  giving 
the  description  of  them,  including  number,  weight,  quality,  size,  etc., 
together  with  the  price.  In  forwarding  invoices  for  abroad,  great  care 
should  be  taken  that  the  marks  and  numbers  of  the  different  packages 
or  lots,  their  contents  and  cost,  are  carefully  shown  on  the  invoice,  as  the 
receiver  of  the  goods  may  have  trouble  with  the  Custom  House  if  these 
particulars  are  omitted. 

I.O.U.  is  a  recognised  contraction  for  "  I  owe  you,"  and  is  frequently 
used  as  a  temporary  evidence  of  a  debt.  It  has  the  advantage  of  requiring 
no  stamp  and  of  being  very  easily  executed.  An  I.O.U.  is  generally  in 
some  such  form  as  the  following : — 

To  John  Smith. 

I.O.U.  Forty  Pounds. 

R.  Munro. 
3rd  July  1903. 

It  is  not  essential  that  the  creditor's  name  should  appear  in  an  I.O.U. 
In  the  framing  of  an  I.O.U.,  care  should  be  taken  not  to  insert  words  to 
the  effect  of  agreeing  to  pay  upon  demand  or  on  some  future  date,  as  by 
doing  so  the  acknowledgment  will  be  useless  as  an  LO.U.  and  invalid  as  a 
promissory  note  or  bill  unless  it  is  properly  stamped.  An  I.O.U.  is  not  a 
negotiable  instrument.  If  words  are  added  importing  an  obligation  to 
pay  interest  the  document  is  subject  to  an  agreement  stamp  of  sixpence. 
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Irish  Bankruptcy  Law.—  Irish  Bankruptcy  Acts.— The 
Bankruptcy  Acts  relating  to  Ireland  are : — 

1.  The  Irish  Bankrupt  and  Insolvent  Act  1857. 

2.  The  Debtors'  Act  (Ireland)  1872. 

3.  The  Bankruptcy  (Ireland)  Amendment  Act  1872. 

4.  Deeds  of  Arrangement  Act  1887. 

5.  Local  Bankruptcy  (Ireland)  Act  1888. 

6.  Preferential  Payment  in  Bankruptcy  (Ireland)  Act  1889. 

7.  Deeds  of  Arrangement  Amendment  Act  1890. 

8.  Supreme  Court  of  Judicature  (Ireland)  (No.  2)  Act  1897. 
And  incidentally : — 

9.  The  Bills  of  Sale  (Ireland)  Act  1879. 

10.  The  Bills  of  Sale  (Ireland)  Amendment  Act  1883. 

The  Act  of  1857,  known  as  the  principal  Act,  applied  to  traders  only 
to  the  exclusion  of  other  debtors. 

The  Acts  of  1872  abolished  this  distinction  and  rendered  every  person 
liable  to  the  bankruptcy  laws  and  to  adjudication  as  a  bankrupt,  and  pro- 
vided for  the  abolition  of  imprisonment  for  debt  with  certain  exceptions, 
at  the  same  time  providing  for  the  punishment  of  fraudulent  debtors  in 
addition  to  providing,  amongst  other  matters,  for  the  delegation  of  its 
powers  by  the  Court  to  the  Chief  Registrar,  or  any  other  officer,  for  the 
appointment  of  a  receiver  or  manager,  and  for  the  winding-up  of  a 
bankrupt's  estate  by  a  trustee  and  a  committee  of  inspection. 

The  Deeds  of  Arrangement  Act  1887  and  the  Amending  Act  of  1890 
provide  for  registration  in  the  Bills  of  Sale  Office  and  in  the  local  Bankruptcy 
Court  (where  affected)  of  all  deeds  of  arrangement,  as  well  as  for  registra- 
tion in  the  Bills  of  Sale  Office  of  all  arrangements  on  petition  carried 
through  the  medium  of  the  Bankruptcy  Courts. 

The  Local  Bankruptcy  Act  of  1888  provided  for  the  constitution  of 
local  Courts  of  Bankruptcy.  Two  such  have  been  constituted — one  in  the 
city  of  Cork,  the  other  in  the  city  of  Belfast.  The  jurisdiction  of  the  Cork 
local  Court  is  confined  to  Cork  county  and  city,  and  of  the  Belfast  Court  to 
Antrim  county,  county  of  the  town  of  Carrickfergus,  and  County  Down,  but 
the  jurisdiction  of  the  Dublin  Court  extends  to  these  districts  also,  and  the 
Court  has  power,  upon  being  satisfied  as  to  weight  of  convenience,  etc.,  to 
transfer  proceedings  from  the  local  to  the  Dublin  Court. 

The  Preferential  Payments  in  Bankruptcy  Act  1889  deals  with  the 
priority  to  be  given  to  rates,  taxes,  salaries,  and  wages  in  a  case  of  arrange- 
ment or  bankruptcy. 

The  Supreme  Court  of  Judicature  (No.  2)  Act  1879  merged  the 
Bankruptcy  Court  in  the  Supreme  Court,  and  has  been  since  known  as 
the  Bankruptcy  Division  of  the  High  Court. 

Arranging  Debtors. — The  party  seeking  through  the  medium  of  the 
Court  an  arrangement  with  his  creditors  may  be — (a)  a  person  not  in 
trade  or  business;  (b)  a  person  in  trade  or  business  by  himself;  (c)  a 
person  in  trade  or  business  in  partnership  with  another  or  others.  Bank- 
rupts may  be  similarly  classified.  The  procedure  to  be  observed  in  classes 
a  and  b  is  the  same ;  so  also  in  class  c,  subject  to  peculiarities  arising  from 
having  a  firm  along  with  its  individual  members  to  be  dealt  with. 

Conditions  to  be  fulfilled. — He  who  seeks  to  obtain  the  protection  and 
assistance  of  the  Court  must  scrupulously  fulfil  the  main  condition  of 
being  honestly  desirous  of  effecting  an  arrangement  for  the  general  benefit 
of  his  creditors,  and  with  that  view  must  disclose  in  his  affidavit  for 
protection,  and  subsequently,  of  course,  in  his  statement  of  affairs,  a  full 
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and  true  account  of  all  his  assets  and  property,  whether  in  his  own 
possession  or  in  that  of  another,  and  whether  in  expectancy  or  remainder 
as  well  as  a  full  and  true  account  of  all  his  liabilities,  and  must  be  desirous 
of  submitting  himself  to  the  jurisdiction  of  the  Court.  His  affidavit  must 
declare  the  true  cause  of  his  inability  to  meet  his  engagements,  and  must 
give  the  names  of  those  creditors  who  may  have  instituted  proceedings 
and  the  amounts  due  to  such  creditors.  He  has  to  lodge  with  the  affidavit 
a  sum  of  £5  on  account  of  the  expenses  of  the  arrangement. 

Steps  to  be  taken  by  Debtor. — The  first  step,  therefore,  on  the  part  of  the 
debtor  upon  deciding  on  the  advisability  and  necessity  of  seeking  to 
carry  an  arrangement,  should  be  to  ascertain  either  by  himself  or  with  the 
services  of  an  accountant  the  exact  position  of  his  affairs ;  his  next  step  being 
to  lay  same  before  his  solicitor,  who  will  have  the  necessary  affidavit  and 
petition  prepared  and  filed.  The  petition  may  be  listed  for  hearing  before 
the  Registrar  immediately  it  is  filed,  and  protection  is  usually  granted  as  a 
matter  of  course,  provided  no  execution  has  issued  and  no  debtors'  summons 
has  been  served  on  the  petitioner. 

What  Protection  means. — That  protection  means  security  for  his  person 
and  property  pending  arrangement  with  his  creditors,  or  until  there  is  a 
discharge  of  the  order  of  protection.  Where,  however,  the  petitioner  is  in 
prison  for  any  debt  contracted  by  fraud  or  breach  of  trust,  or  for  any 
debt  in  respect  of  a  judgment  in  any  proceeding  for  breach  of  the  revenue 
laws,  or  in  any  action  for  breach  of  promise  of  marriage,  seduction, 
criminal  conversation,  libel,  slander,  assault,  battery,  malicious  arrest,  or 
other  malicious  prosecution,  the  Court  will  not  order  release  of  the 
prisoner ;  release  in  other  cases  will  be  ordered,  but  such  release  will  not 
affect  the  rights  of  the  creditors. 

Statement  of  Affairs. — The  exact  position  of  the  arranging  debtor's 
affairs  is  in  practice  ascertained  after  protection  has  been  obtained,  and 
before  the  first  or  preliminary  meeting  of  creditors ;  it  frequently,  or  almost 
invariably,  happens  that  from  pressure  upon  the  debtor  coming  somewhat 
suddenly,  as  where  seizure  under  a  judgment  is  threatened,  and  the  debtor 
is  unable  to  meet  it,  or  that  the  payment  would  be  to  the  prejudice  of  the 
interests  of  the  other  creditors,  there  is  not  time  to  do  more  than  disclose 
the  position  of  affairs  as  approximately  as  possible  in  seeking  protection. 

An  accountant  is  invariably  engaged  to  put  the  debtor's  statement  of 
affairs  in  form,  and  submit  and  explain  same  in  conjunction  with  the 
debtor's  solicitor  to  the  creditors  attending  the  preliminary  meeting,  being 
the  meeting  required  to  be  held  prior  to  the  first  sitting  in  Court. 

List  of  Creditors  and  Assets  and  Weekly  Accounts. — Before  the  pre- 
liminary meeting,  however,  and  within  four  days  of  obtaining  protection 
the  arranging  debtor  is  required  to  lodge  in  Court  with  the  official 
assignee  a  list  of  his  creditors  as  well  as  a  list  of  his  assets,  and  has  to 
furnish  weekly,  in  a  printed  form,  to  the  official  assignee  an  account  of  the 
money  received  and  disbursed  by  him  weekly  during  the  pendency  of  the 
arrangement  proceedings. 

Preliminary  Meeting  of  Creditors  and  Proposal  of  Composition. — At 
the  preliminary  meeting,  which  is  generally  held  at  the  offices  of  the 
solicitor  or  accountant  (of  which  four  days'  previous  notice  is  required  to 
be  given  to  creditors  within  one  week  after  protection  has  been  obtained), 
the  debtor  (who  is  supposed  to  be  in  attendance  to  vouchsafe  any  infor- 
mation that  may  be  required),  or  his  solicitor  or  accountant  on  his  behalf, 
makes  his  proposal  for  composition,  or  the  discbarge  of  his  liabilities. 
Such  proposal,  if  accepted  by  resolution  of  the  creditors  passed  at  that 
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meeting,  makes  smooth  the  way  for  the  petition  in  Court,  and  considerably 
lessens  his  anxiety  as  to  the  ultimate  result.  But  should  it  not  be 
approved;  it  will  nevertheless  (provided  the  debtor  cannot  see  his  way  to 
modify  it)  be  the  proposal  for  submission  contained  at  foot  of  the  notice 
calling  the  first  meeting  to  be  held  in  Court  (of  which  ten  days'  printed 
notice  has  to  be  given  to  every  creditor  and  to  the  solicitor  of  creditors 
who  have  taken  proceedings). 

Schedule  or  Statement  of  Affairs. — Immediately  following  the  pre- 
liminary meeting  referred  to,  what  is  known  as  the  debtors  schedule  or 
statement  of  affairs  has  to  be  prepared.  This  is  generally  done  with  the 
aid  of  an  accountant,  and  has  to  be  filed  in  duplicate  in  Court  ten  days 
at  least  before  the  date  fixed  for  the  first  private  sitting.  Such  schedule 
should  disclose  the  full  state  of  the  debtor  s  financial  affairs,  and  give  the 
detailed  particulars  of  the  assets,  property,  and  the  liabilities,  and  contain 
an  endorsement  of  the  debtors  proposal  of  composition. 

Accounting  Statement. — Until  of  recent  years  an  accounting  statement 
formed  the  first  sheet  of  the  schedule,  and  was  of  such  technical  nature 
that  the  assistance  of  an  accountant  was  almost  indispensable  in  its 
preparation,  however  less  the  other  portions  may  require  the  application  of 
accounting  skilL 

The  accounting  statement  started  almost  invariably  with  the  position 
of  affairs  twelve  months  preceding  the  date  of  filing  of  the  petition,  and 
had  to  show  and  account  for  the  difference  between  the  position  then  and 
that  of  date  of  petition. 

Now,  however,  an  accounting  statement  is  not  required  to  form  part  of 
the  schedule  filed  unless  it  is  ordered  on  requisition  by  the  creditors,  in 
which  event  the  figures  it  contains  will  probably  have  to  be  vouched 
before  the  official  assignee,  who  reports  upon  the  result  of  such  vouching. 

First  Sitting  in  Court. — At  the  first  sitting  in  Court,  which  is  generally 
held  within  three  or  four  weeks  of  the  granting  of  protection,  the  debtor  s 
proposal  comes  up  formally  for  consideration.  The  creditors  at  that 
meeting  prove  their  debts  as  they  would  in  bankruptcy,  and  the  petitioner 
attends  and  verifies  on  oath  the  schedule  or  statement  of  affairs,  and 
submits  himself  to  examination  if  necessary.  If  three-fifths  in  number 
and  value  of  the  creditors  who  have  proved  debts  at  the  sitting  to  the 
amount  of  £10  (including  creditors  to  whom  debts  are  due  by  the  arrang- 
ing debtor  jointly  with  others)  agree  to  accept  the  offer  as  originally  made, 
or  as  then  modified,  a  second  sitting  is  held  subsequently  after  the  lapse 
of  seventeen  days,  of  which  ten  days'  notice  is  to  be  given  to  every  creditor ; 
and  if  at  such  second  sitting,  when  proofs  of  debt  may  also  be  made,  the 
acceptance  of  the  proposal  (of  which  no  modification  can  be  then  per- 
mitted) is  confirmed,  the  terms  are  reduced  into  writing  and  signed  at  foot 
by  those  voting  for  it  Before  such  sitting  is  fixed  a  certificate  of  the 
Registrar  of  Bills  of  Sale  must  be  produced  certifying  that  the  necessary 
documents  have  been  filed  under  the  Deeds  of  Arrangement  Act  1890  as 
hereinafter  mentioned.  The  judge,  should  he  see  no  sufficient  reason  for 
regarding  the  proposal  as  inequitable  towards  the  creditors  after  hearing 
the  opinions  and  views  of  those  who  opposed,  and  provided  nothing  in  the 
nature  of  a  fraudulent  transaction  was  urged  or  brought  to  his  notice  or 
reasonably  apprehended,  approves  of  the  offer,  which  thereupon  becomes 
binding  on  all  the  creditors  ^vith  the  exception  of  any  who  had  not  had 
notice  of  the  proceedings.  A  sitting  for  further  proof  of  debts,  of  which  six 
days'  notice  has  to  be  given  V,v  the  official  assignee,  is  subsequently  heard 
before  the  Chief  Registrar ;  v%  ghould  the  judge  on  either  of  the  grounds 
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mentioned  exercise  his  discretion  and  refuse  to  confirm  the  resolution  as 
passed  by  the  statutory  majority,  the  order  of  protection  is  discharged,  which 
results  in  the  debtor  being  declared  bankrupt  and  his  estate  wound  up  in 
bankruptcy.  The  exercise  of  the  judge's  discretion  in  this  respect  must, 
however,  be  based  upon  reasonable  grounds,  as  was  decided  in  a  case 
recently  heard  in  the  Irish  Court  of  Appeal 

Assuming  the  debtor's  proposal  to  have  been  approved,  and  that  the 
payments  of  composition  are  to  be  made  by  instalments,  such  instalments 
are  generally  secured  by  promissory  notes  of  the  debtor  and  one  or  more 
solvent  sureties  whose  consent  or  undertaking  has  to  be  obtained  in 
writing  and  signed  in  presence  of  a  qualified  witness  who  must  certify  his 
knowledge  of  the  sureties.  The  consent  and  affidavit  have  to  be  filed  before 
the  first  sitting,  unless  time  is  extended  by  the  Court.  Should  such  sureties 
ultimately  refuse  to  sign  the  composition  bills,  they  will  be  liable  to  attach- 
ment. 

The  composition  bills  have  to  be  prepared  and  lodged  with  the  official 
assignee  for  transmission  to  the  creditors.  The  amount  required  for  the 
payment  of  stamp  duty  and  the  amount  necessary  to  defray  the  charges 
of  the  official  assignee  and  costs  awarded  by  the  Court  to  creditors,  as  well 
as  the  amount  of  cash  payment,  if  any,  included  in  the  debtor's  proposal, 
will  have  to  be  lodged  at  same  time. 

If  a  creditor,  as  a  consideration  for  agreeing  to  a  composition,  accepts  a 
gratuity  from  the  arranging  debtor,  such  creditor  is  liable  to  lose  treble  the 
value  of  the  amount  of  the  gratuity,  and  it  is  recoverable  by  the  assignees 
and  deemed  part  of  the  estate  of  the  arranging  debtor,  and  divisible  among 
the  creditors  notwithstanding  that  the  composition  shall  have  been 
accepted ;  in  the  event  of  any  surplus  it  will  go  to  the  unclaimed  dividend 
account  to  the  exclusion  of  the  arranging  debtor. 

Depletion  of  Assets  by  Costs  and  Expenses, — By  the  time  the  arrange- 
ment proceedings  have  been  thus  brought  to  a  close,  it  may  fairly  be  assumed 
that  the  debtor's  assets  have  been  depleted  by  costs  and  expenses  (including 
his  solicitor's  costs  and  accountant's  fees)  to  an  amount  ranging  from  £50 
to  £100,  according  to  the  extent  of  the  estate  and  the  number  of  creditors 
thereon,  but  of  course  such  a  drain  on  the  debtor's  resources  is  supposed  to  be 
duly  provided  for  by  being  specifically  reserved  out  of  the  assets,  as  shown 
by  the  statement  of  affairs  submitted  to  the  creditors  at  the  preliminary 
meeting,  being  in  addition  to  a  specific  reserve  which  has  to  be  made  for  the 
payment  in  full  of  preferential  claims  such  as  rates,  taxes,  salaries,  wages,  etc. 

Assets  held  as  Security. — The  assets  held  by  secured  creditors  are  un- 
affected by  the  proceedings.  In  other  words,  the  secured  creditors  hold 
their  securities  subject  to  valuation  or  realisation,  and  form  no  part  of  the 
debtor's  estate  for  the  general  body  of  creditors  except  to  the  extent  (if 
any)  of  the  surplus  after  satisfying  or  providing  for  the  secured  claims ;  or 
unless  the  securities  are  given  up  and  the  creditor  proves  for  his  whole  debt. 

Services  of  Accountant. — It  is  admittedly  to  the  advantage  of  the 
debtor  and  of  the  creditors  that  the  services  of  an  accountant  should  be 
requisitioned  for  disclosing  the  exact  position  of  affairs.  He  will  act  as  a 
safeguard  in  the  position  of  mutual  trust  towards  both.  As  giving  point 
to  that  view  it  may  be  mentioned  that  it  not  infrequently  happens  that 
a  debtor,  either  from  an  incorrect  view  of  the  state  of  his  affairs  and 
resources  or  from  a  false  pride,  as  evidenced  from  his  desire  to  place  his 
embarrassed  affairs  in  the  most  favourable  light,  is  disposed  to  put  inflated 
values  on  his  assets,  in  the  hope  no  doubt  that  whatever  composition  may 
he  undertaken  to  be  paid  as  a  result  would  be  ultimately  made  good  by 
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him.  An  accountant  lays  bare  this  mistaken  view.  He  does  so  in  the 
interests  of  the  creditors  as  well  as  in  the  interest  of  the  debtor  and  his 
sureties.  For  as  regards  the  creditors  there  could  be  no  gain  where  the 
excessive  composition  would  have  the  effect  of  bringing  the  debtor  once  more 
to  seek  the  aid  of  the  Court  before  the  compositions  were  paid,  involving 
further  depletion  of  the  debtor's  assets  from  costs  arising  upon  the  carrying, 
or  attempt  to  carry,  a  second  arrangement. 

On  the  other  hand,  it  is  the  duty  of  the  accountant  to  see  as  far  as  lay 
in  his  power  that  a  full  and  honest  disclosure  of  the  affairs  is  made. 
Where  an  accountant  is  appointed  independently  by  creditors  to  value  the 
assets  of  an  arranging  debtor,  the  Court  do  not,  as  a  general  rule,  order  the 
debtor  to  pay  the  expenses  of  such  accountant ;  but  where  his  services  are 
authorised  by  the  official  assignee,  or  under  an  order  of  the  Court,  they 
will  be  paid  for  at  the  fixed  scale  of  £2 :  2s.  per  day  of  eight  hours  for 
principal  s  time  and  10s.  to  15s.  per  day  for  assistant's  time. 

Before  turning  from  a  case  of  arrangement  under  the  Court,  it  should 
be  mentioned  that  many  arrangements  with  creditors  designated  private 
arrangements  are  effected  out  of  Court. 

Where  such  an  arrangement  is  being  carried,  and  a  creditor  holds  the 
joint  or  the  joint  and  several  pro-note  of  the  debtor  and  a  surety  for  the 
payment  of  amount  due,  the  creditor  will  require  to  obtain  the  consent  of 
the  surety  before  releasing  his  principal  debtor  in  order  to  prevent  the 
surety  from  being  released.  This  would  not  apply  when  the  arrangement 
was  being  effected  under  the  jurisdiction  of  the  Bankruptcy  Court. 

Private  Arrangements  out  of  Court — The  deed  embodying  the  arrange- 
ment has  to  be  registered  in  the  Bill  of  Sale  Office  of  the  King's  Bench 
Division  of  the  High  Court  within  seven  clear  days  after  its  execution,  or 
if  executed  out  of  England  or  Ireland  within  seven  clear  days  after  the 
time  at  which  it  would  in  the  ordinary  course  of  post  arrive  in  England  or 
Ireland  respectively  if  posted  one  week  after  its  execution,  and  unless  so 
registered  and  duly  stamped  with  the  proper  Inland  Revenue  Duty,  and  in 
addition  a  stamp  denoting  a  duty  computed  at  Is.  per  £100  or  fraction  of 
£100  of  the  property  passing,  or  where  no  property  passes  on  the  amount  of 
composition  payable  under  the  deed. 

Local  registration  of  deeds  of  arrangement  is  provided  for  by  the  Deeds 
of  Arrangement  Amendment  Act  1890.  Where  the  place  of  business  or 
residence  of  the  debtor  is  situate  within  the  jurisdiction  of  a  local  Court  of 
Bankruptcy,  the  Registrar  of  Deeds  of  Arrangement  shall  within  three 
clear  days  after  registration  transmit  a  copy  of  the  deed  to  the  Registrar  of 
the  local  Court.  And  as  regards  arrangements  in  Court  it  is  provided  by 
the  same  Amending  Act  that  all  copies  of  every  petition  filed  in  the  Court 
of  Bankruptcy,  and  of  the  affidavit  of  assets  and  liabilities,  shall  be  filed 
in  the  Bills  of  Sale  Office  of  the  King's  Bench  within  two  days  after  the 
originals  have  been  filed  in  the  Court  of  Bankruptcy,  accompanied  by  an 
affidavit  of  the  debtor  setting  forth  certain  prescribed  particulars,  and  the 
places  of  business  and  names  and  addresses  of  creditors,  and  until  so  filed 
the  Court  shall  not  order  a  second  sitting  of  creditors  to  be  held  in  an 
arrangement  matter ;  and  it  is  further  provided  that  a  copy  of  the  order 
confirming  resolution  of  acceptance  of  composition  by  creditors  shall  be 
likewise  filed  within  two  days  after  the  making  of  the  order.  The  several 
documents  so  filed  with  regard  to  an  arrangement  in  Court  are  deemed  to 
be  a  deed  of  arrangement. 

Case  of  Bankruptcy. — We  now  turn  to  a  case  of  bankruptcy  as  distinct 
from  a  case  of  arrangement,  but  before  doing  so  it  may  be  well  to  mention 
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that  the  non-payment  of  composition  instalments  reverts  creditors  to  their 
original  rights.  So  far  as  the  professional  accountant  is  concerned  there  is 
little  or  no  difference  in  the  services  required  of  him  in  either  case. 

Schedule  same  as  in  case  of  Arrangement — The  schedule  of  the  bank- 
rupt, minus  of  course  the  endorsement  of  any  proposal  of  composition,  is 
the  same  as  the  schedule  of  the  arranging  debtor,  but  while  in  the  latter 
case  a  statement  of  affairs  has  to  be  prepared  and  presented  to  the  creditors 
at  a  meeting  held  preliminarily  to  the  meetings  in  Court,  which  are  deemed 
private  sittings,  no  like  statement  or  preliminary  meeting  is  required  in 
the  case  of  a  bankrupt  whose  affairs  become  the  subject  of  public  sittings. 
Once  an  adjudication  of  bankruptcy  takes  place  against  a  debtor  all  privacy 
as  regards  his  affairs  is  at  an  end,  except  where  an  effort  is  made  immediately 
after  the  adjudication  to  carry  a  composition  after  bankruptcy,  in  which 
case,  on  the  application  of  the  bankrupt's  solicitor,  the  Court  stays  the  usual 
advertisements  with  the  exception  of  the  notice  in  the  Dublin  Gazette. 

The  failure  to  carry  through  an  offer  of  composition  on  a  petition  filed 
for  arrangement  and  resulting  in  the  discharge  of  the  order  of  protection  is 
an  act  of  bankruptcy,  and  an  instance  of  one  of  the  circumstances  upon 
which  a  debtor  may  be  declared  bankrupt  and  his  estate  realised  and 
distributed  under  the  supervision  of  the  Court  of  Bankruptcy. 

Acts  of  Bankruptcy. — The  other  Acts  of  Bankruptcy  or  circumstances 
upon  which  a  creditor  or  creditors  may  petition  for  a  debtor's  adjudication 
are — 

(a)  Non-compliance  with  a  debtor's  summons  for  a  period  of  seven  days 
in  case  the  debtor  is  a  trader,  and  twenty-one  days  in  case  of  a  non-trader, 
for  an  amount  of  not  less  than  £20,  and  provided  the  creditor  (or  creditors, 
as  two  or  more  may  join),  who  served  the  debtor's  summons  and  petition 
for  the  adjudication  is  in  a  position  to  prove  a  debt  of  £40  or  upwards  as 
due  to  him  by  such  debtor,  the  debt  must  be  a  liquidated  sum,  and  must 
not  be  secured  unless  the  petitioner  is  ready  to  give  up  the  security  in  the 
event  of  the  debtor  being  adjudicated  a  bankrupt,  or  unless  willing  to  give 
an  estimate  of  the  value  of  his  security  and  prove  for  the  balance ;  and  in 
that  event  shall  on  the  application  of  the  assignees,  if  made  within  two 
months  after  date  of  adjudication,  give  up  his  security  to  the  assignees  for 
the  benefit  of  his  creditors  upon  the  payment  of  such  estimated  value. 

Although  a  debtor's  summons  may  thus  be  issued  for  an  amount  of  £20 
and  upwards,  and  non-compliance  therewith  is  an  act  of  bankruptcy,  no 
one  for  such  act  of  bankruptcy  can  be  declared  bankrupt  on  the  petition 
of  a  single  creditor,  or  of  two  or  more  creditors  joining  together,  unless  a 
liquidated  and  unsecured  sum  of  £40  or  upward  is  proved  due  to  him  or 
them,  and  further  unless  it  is  shown  that  the  last  day  allowed  for  com- 
pliance with  the  debtor's  summons  is  within  the  six  months  prior  to  filing 
of  the  petition  for  adjudication. 

A  debtor's  summons  is  required  to  contain  an  endorsement  of  the  claim 
made,  and  must  convey  to  the  debtor  the  effect  of  non-compliance.  It 
cannot  be  served  outside  the  jurisdiction,  and  it  becomes  inoperative  if  not 
served  twenty-one  days  from  its  date,  unless  the  time  is  extended  by  the 
Court  on  an  application  made  before  the  original  twenty-one  days  have 
expired,  but  where  the  debtor  is  keeping  out  of  the  way  the  Court  may 
order  that  the  granting  of  the  summons  be  gazetted,  and  that  such  publica- 
tion thereof  shall  be  deemed  to  be  service  on  the  seventh  day  after  such 
publication.  When  the  twenty-one  days  for  personal  service  have  expired 
substituted  service  may  be  ordered,  but  must  be  effected  within  a  reason- 
able time. 
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Where  the  debt  covered  by  the  summons  is  disputed  by  the  debtor,  or 
that  it  is  less  than  £20,  or  that  he  had  obtained  protection  of  the  Court,  he 
should  cause  his  solicitor  to  give  to  the  solicitor  for  the  creditor,  or  to  the 
creditor  personally  if  he  has  no  solicitor,  notice  of  such  fact,  and  in  case  of 
dispute,  as  regards  the  debt  or  its  amount,  take  out  a  day  for  hearing  of 
the  matter,  of  which  three  days'  notice  has  to  be  given  to  the  other  side. 
Continuing  as  regards  the  other  acts  of  bankruptcy  we  have — 
(ft)  Assignment  of  the  debtor's  estate  to  a  trustee  for  the  benefit  of 
creditors  generally.  In  case  bankruptcy  supervenes  within  six  months  of 
execution  of  the  trust-deed,  the  trustee  becomes  divested  of  the  estate  and 
loses  any  fees  to  which  he  would  otherwise  be  entitled. 

(c)  Fraudulent  conveyance,  gift,  delivery,  or  transfer  of  his  property,  or 
any  part  thereof. 

(d)  Suffering  execution  by  seizure  and  sale  under  legal  process  for  a 
sum  of  £20  or  upwards,  provided  the  debtor  is  a  trader. 

(e)  With  the  intention  to  defeat  or  delay  creditors — departs  out  of 
Ireland,  or  being  out  of  there  remains  away. 

If  a  trader  he  leaves  his  dwelling-house  or  otherwise  absents  himself  or 
begun  to  keep  house,  or  has  suffered  himself  to  be  outlawed. 

(/)  Make  a  declaration  of  insolvency. 

Either  or  all  the  foregoing  acts  of  bankruptcy  which  may  be  relied  on 
in  the  creditors'  petition  as  ground  for  adjudication  must  have  been  com- 
mitted not  more  than  six  months  before  the  filing  of  the  petition,  which 
must  be  proceeded  with  within  five  days  after  filing,  or  within  such  ex- 
tended time  as  may  be  allowed.  If  not  proceeded  with  in  the  time  given 
then  any  other  creditor  whose  debt  would  support  adjudication  by  being  to 
the  amount  of  £40  or  upwards,  and  existing  the  time  of  the  act  of  bank- 
ruptcy, or  being  a  transferred  debt  existing  at  such  time,  may  within  the 
next  seven  days  (or  extended  time)  take  the  place  of  petitioning  creditor ; 
should  no  such  creditor  do  so,  the  petition  will  stand  dismissed. 

Debtor  may  petition  against  himself. — If,  on  the  other  hand,  the  petition 
(which  must  be  supported  by  affidavit  of  assets  capable  of  producing  £50  at 
least,  where  the  debtor  is  not  in  prison  for  contempt  by  reason  of  non- 
payment of  money  or  costs)  is  presented  against  the  debtor  by  himself,  and 
is  not  proceeded  with  within  fourteen  days  or  time  extended,  it  shall 
equally  stand  dismissed. 

The  right  of  a  liquidator  to  present  a  bankruptcy  petition  is  undecided. 
It  is  thought  that  he  cannot  do  so.  An  equitable  assignee  of  a  debt  is 
entitled  to  present  a  bankruptcy  petition ;  but  a  mere  trustee  of  a  debt  for 
an  absolute  beneficial  owner  is  not  so  entitled,  unless  the  cestui  quo  trust 
joins  and  is  capable  of  dealing  with  the  debt. 

Persons  liable  to  the  Bankruptcy  Laws. — Every  person  capable  of  con- 
tracting debts  may  be  said  to  be  subject  to  the  Bankruptcy  laws,  with  the 
exception  of  a  married  woman  not  carrying  on  a  trade  separately  from  her 
husband,  but  in  the  event  of  her  trading  separately  she  is  liable  to  the 
Bankruptcy  Laws  in  respect  of  her  separate  property ;  and  with  the  further 
exception  that  a  trading  infant  cannot  on  the  petition  of  a  person  who  has 
supplied  him  with  goods  for  trade  purposes  be  declared  bankrupt.  Com- 
panies registered  under  the  Joint  Stock  Companies  Act  1856  or  the  Com- 
panies Act  1862  do  not  come  within  the  Bankruptcy  Laws. 

Companies  subject  to  Bankruptcy  Laws. — Any  other  joint  stock  company 
exclusive  of  railway  companies  coming  within  the  meaning  of  the  Bank- 
ruptcy Acts  may  file  declaration  of  insolvency,  attested  by  the  solicitor  of 
the  company,  and  thereby  commit  act  of  bankruptcy,  provided  petition  for 
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bankruptcy  is  filed  within  two  calendar  months  from  the  date  of  the  filing 
of  such  declaration ;  such  a  company  will  also  be  held  to  have  committed 
an  act  of  bankruptcy  by  failing  to  pay,  secure,  or  compound  for  a  judg- 
ment-debt within  fourteen  days  after  notice  is  given  requiring  it  to  do  so ; 
and  similarly  in  case  a  creditor  files  an  affidavit  of  debt,  and  the  company 
do  not  satisfy  the  debt  within  twenty-one  days ;  or  if  the  company  disobey 
an  order  of  any  Court  of  Equity  for  payment  of  money  on  a  day  peremptorily 
fixed  for  payment  on  being  served  fourteen  days  before  the  date  so  fixed. 

Penalty  for  concealing  any  Estate  of  Company. — In  the  case  of  such 
bankrupt  company,  any  person  wilfully  concealing  any  estate  of  the  com- 
pany and  not  discovering  it  to  the  Court  within  thirty  days  after  the 
advertisement  of  adjudication,  will  forfeit  £100  and  double  the  value  of 
estate  so  concealed. 

Court  can  restrain  Actions. — Where  a  petition  for  bankruptcy  has  been 
presented,  the  Court  has  jurisdiction  to  restrain  all  actions  whether  the 
debtor  is  or  is  not  a  trader,  and  this  jurisdiction  applies  equally  in  the  case 
of  an  arrangement ;  but  the  Court  will  not  restrain  proceedings  in  a  suit  or 
action  to  which  the  discharge  of  the  debtor  would  be  no  defence,  and 
cannot  restrain  in  an  action  of  detinue. 

Order  of  Adjudication. — The  order  of  adjudication,  which  is  under  seal 
signed  by  the  Registrar  of  the  Court  of  Bankruptcy,  is  issued  in  duplicate. 
The  duplicate  adjudication  which  is  served  on  the  bankrupt  contains  an 
endorsement  to  the  effect  that  a  period  of  three  days  is  given  in  which  to 
show  cause  against  the  adjudication. 

If  within  that  period,  or  if  extended,  then  within  the  extended  time, 
which  must  not  exceed  seven  days,  steps  are  not  taken  to  show  cause 
against  the  adjudication  by  filing  notice  stating  what  it  is  intended  to 
dispute,  and  having  copy  served  on  petitioning  creditor's  solicitor  before 
the  day  appointed  for  hearing,  as  endorsed  by  the  Officer  of  the  Court  on 
such  notice,  the  bankruptcy  is  advertised  in  the  Dublin  Gazette^  and  the 
gazette  containing  such  advertisement  will  be  conclusive  evidence  against 
the  bankrupt,  if  he  do  not  dispute  the  adjudication  within  one  month  from 
the  advertisement  if  he  is  within  the  United  Kingdom ;  within  three 
months  if  in  any  other  part  of  Europe ;  within  twelve  months  if  elsewhere 
at  date  of  adjudication.  Two  public  sittings  are  appointed  for  the  bank- 
rupt to  surrender  and  conform ;  the  latter  to  be  held  not  sooner  than 
twenty  days  from  date  of  advertisement,  nor  more  than  forty  days ;  but 
the  Court  has,  however,  power  to  enlarge  the  time.  Following  the  adver- 
tisement of  adjudication  the  official  assignee  at  once  proceeds  with  the 
winding  up  of  the  estate,  and  here  it  may  be  opportune  to  refer  to  what  is 
known  as  the  Order  and  Disposition  Clause  in  Bankruptcy. 

Order  and  Disposition  Clause. — By  that  clause  the  goods,  chattels,  and 
choses  in  action,  in  possession,  order,  or  disposition  of  a  bankrupt,  whether 
trader  or  non-trader,  as  reputed  owner  and  with  the  consent  of  the  true 
owner,  are  upon  the  order  of  the  Court  for  their  sale  or  disposal  made 
available  for  the  benefit  of  the  creditors,  but  this  does  not  extend  to  ships 
duly  registered. 

Possession  must  be  with  the  consent  of  the  true  owner.  If  therefore 
he  is  ignorant  of  the  existence  of  the  property  or  of  his  right  to  it,  or 
that  through  imperative  circumstances  he  is  unable  to  take  possession, 
he  will  not  lose  his  right  to  the  property.  Again,  although  a  dormant 
partner's  share  is  in  the  possession  of  the  ostensible  partner  carrying 
on  trade  bona  fide  in  his  own  name,  such  share  will  not  be  made  avail- 
able for  the  separate  creditors  of  the  ostensible  bankrupt  partner.      No 
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presumption  of  ownership  arises  in  the  case  of  stock  on  a  farmer's  land. 
The  actual  and  apparent  possession  of  goods  taken  by  a  friendly  holder  of 
a  bill  of  sale  will  exclude  possession  order  or  disposition  of  the  bankrupt. 

Trusts,  usages,  and  notorious  trade  customs  will  exclude  operation  of 
the  clause.  For  instance  the  custom  of  hiring  pianofortes,  sewing  machines, 
gas  engines,  printing  machines,  furniture  by  hotel  proprietors,  was  held  to 
be  sufficiently  established  to  take  them  out  of  the  order  disposition  clause 
and  to  prevent  their  passing  to  the  official  assignee,  nor  do  goods  of  another 
in  the  hands  of  a  factor,  or  goods  in  a  bankrupt's  possession  as  executor  or 
administrator,  pass  to  the  assignee. 

Rights  of  action  for  breach  of  contract  pass  to  the  assignees,  but  not 
causes  of  action  arising  out  of  tort. 

Bankrupt's  Statement  of  Affairs  to  be  Filed  on  or  be/ore  day  of  First 
Public  Sitting. — The  bankrupt  is  required  to  file  his  schedule  or  statement 
of  affairs  on  or  before  the  day  appointed  for  the  first  public  sitting,  and 
shall  subsequently  ten  days  before  the  second  public  sitting  file  his  account- 
ing statement  if  so  ordered  but  not  otherwise.  Proof  of  debts  by  creditors 
may  be  made  either  at  the  sitting  or  by  sending  affidavit  of  debt  in  the 
prescribed  form  by  post  to  the  Official  Assignee  four  days  before  the  sitting. 

Composition  after  Bankruptcy. — It  is  still  open  to  a  debtor  after  he  has 
been  adjudicated  bankrupt  to  take  steps  for  making  an  offer  of  composition 
provided  he  proceeds  to  do  so  without  delay.  In  this  event  a  day  for  first 
sitting  is  fixed  for  considering  the  offer  to  be  made,  and  notice  of  such 
sitting  has  to  be  published  in  the  Dublin  Gazette  ten  days  prior  to  the 
holding  thereof.  The  statement  of  affairs  has  to  be  filed  as  in  case  of 
arrangement  at  least  ten  days  before  said  meeting.  A  copy  of  the  Gazette 
notice,  which  shall  specify  the  precise  offer  of  composition,  has  to  be  for- 
warded to  every  creditor  in  the  statement  of  affairs  also  ten  days  before  the 
meeting.  Such  offer  may  with  leave  of  the  Court  be  modified  at  that  sitting 
or  any  adjournment  thereof. 

If  the  composition  is  agreed  to  at  the  first  meeting  a  second  meeting  is 
fixed,  and  a  similar  notice  must  be  given  of  this  meeting,  but  every  creditor 
for  £50  or  upwards  residing  out  of  Ireland  shall  be  served  with  copy  of  the 
notice  so  long  before  the  second  sitting  as  that  he  may  have  time  to  vote 
thereat. 

In  deciding  on  an  offer  of  composition  after  bankruptcy  no  creditor  whose 
debt  is  under  £20  (as  distinguished  from  £10  in  the  case  of  an  arranging 
debtor)  is  counted  in  number.  It  is,  however,  computed  in  value,  although 
in  the  case  of  an  arrangement  no  debt  under  £10  is  so  computed.  Subject 
to  such  exceptions,  an  offer  of  composition  in  a  case  of  bankruptcy,  as  in  a 
case  of  arrangement,  must  be  voted  for  by  three-fifths  of  the  creditors  in 
number  and  amount  in  order  that  the  offer  should  be  carried. 

Following  the  first  or  second  meeting  in  the  case  of  a  composition  after 
bankruptcy  the  Court  directs  a  sitting  for  a  further  proof  of  debts,  of  which 
sitting  the  assignee  must  give  by  post  ten  days'  notice  to  every  creditor  in 
the  statement  of  affairs  who  has  not  already  proved. 

Priority  or  Preferential  Debts  in  Bankruptcy. — It  always  behoves  a 
creditor  to  bear  strictly  in  mind  that  should  he  vote  for  a  composition  after 
bankruptcy,  or  for  a  composition  in  an  arrangement  matter,  in  respect  of  a 
priority  debt  he  is  deemed  to  abandon,  and  will  accordingly  lose  his  priority. 
The  following  have  been  constituted  priority  debts  by  the  Preferential  Pay- 
ments in  Bankruptcy  (Ireland)  Act  1889,  and  shall,  subject  to  the  retention 
of  costs,  be  discharged  forthwith. 

(a)  AD  parochial  and  local  rates  which  became  due  and  payable  within 
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twelve  months  before  the  date  of  adjudication,  and  all  property  or  income 
assessed  to  the  5th  April  next  preceding  the  same  date,  and  not  exceeding 
on  the  whole  one  year's  assessment. 

(b)  Clerks'  or  servants'  wages  for  a  period  of  four  months  before  adjudica- 
tion, but  not  exceeding  £50. 

(c)  Labourers'  or  workmen's  wages  for  a  period  of  two  months,  not  ex- 
ceeding £25,  provided  that  where  any  labourer  in  husbandry  contracts  for 
portion  of  his  wages  in  a  lump  sum  at  end  of  year  of  hiring  he  shall  have 
priority  in  respect  of  the  whole  of  such  sum  or  such  portion  thereof  as  the 
Court  may  decide  proportionate  to  the  time  of  service. 

In  case  of  an  insufficiency  of  assets  to  meet  these  priorities  they  abate  in 
equal  proportions  between  themselves. 

If  a  landlord  or  other  person  should  have  distrained  within  three  months 
before  the  date  of  the  order  of  adjudication  the  priority  debts  as  above 
enumerated  are  a  first  charge  upon  the  goods  distrained  on,  or  their  produce 
if  sold,  but  the  landlord  or  other  person  shall,  in  respect  of  any  money  paid 
under  such  charge,  have  the  same  rights  of  priority  as  the  person  to  whom 
such  payment  is  made,  provided  that  after  an  act  of  bankruptcy  has  been 
committed  a  distress  is  only  available  for  six  months'  rent  accrued  prior  to 
the  date  of  the  filing  of  the  petition.  He  becomes  an  ordinary  creditor  for 
the  residue,  as  do  the  priority  creditors  for  the  portions  of  their  debts  not 
covered  by  the  terms  of  priority. 

The  priority  applies  equally  in  the  case  of  arrangement  as  in  the  case 
of  bankruptcy,  subject  to  this  that  the  charge  in  favour  of  the  priority  debts 
upon  a  distress  by  landlord  does  not  apply  in  arrangement  cases,  wherein 
the  landlord  holds  absolutely  what  his  promptness  secured. 

Crown  debts,  it  may  be  mentioned,  preserve  their  usual  preferential 
rights,  and  as  regards  apprenticeship  fees  the  Court,  in  a  case  of  bankruptcy, 
may  order  repayment  out  of  the  assets  of  any  portion  of  such  fees  that  it 
may  consider  reasonable. 

Sheriff  to  hold  amount  for  Fourteen  Days. — Where  goods  of  a  trader  are 
taken  and  sold  in  execution  of  a  judgment  or  civil  bill  decree  for  a  sum 
exceeding  £20  the  sheriff  has  to  hold  the  amount  realised  for  a  period  of 
fourteen  days,  and  if  within  that  time  he  has  had  notice  of  the  bankruptcy 
of  the  debtor  the  amount,  less  the  costs  and  his  expenses,  has  to  be  handed 
over  to  the  assignee,  otherwise  it  is  payable  to  the  execution  creditor.  No 
such  restriction  exists  iu  the  case  of  a  judgment  or  decree  for  £20  or  under, 
nor  in  the  case  of  a  non-trader,  whether  the  amount  be  under  or  over  £20, 
his  common  law  rights  being  preserved  to  him. 

Secured  Creditor  should  value  his  Security. — A  secured  creditor  in  prov- 
ing his  debt  has  to  exercise  the  same  forethought  as  that  of  a  priority 
creditor.  He  should  value  his  security,  and  prove  only  for  the  balance, 
otherwise  in  proving  for  the  entire  debt  he  will  be  deemed  to  have  abandoned 
his  security,  which  thereupon  becomes  assets  available  for  the  general  body 
of  the  creditors,  provided  the  Court  is  not  satisfied  that  the  omission  to 
value  arose  through  an  oversight  or  from  bona  fide  mistake  on  the  part  of 
the  creditor.  But  in  the  case  of  a  thing  pledged,  if  the  thing  is  the  property 
of  the  bankrupt  and  some  other  person,  and  not  of  the  bankrupt  alone,  the 
creditor  can  hold  and  make  his  proof  without  deducting  the  value  of  the 
security,  in  the  same  way  as  he  can  hold  the  securities  of  a  third  party, 
prove  for  the  whole  debt  without  valuing  such  security,  receive  dividends, 
and  make  good  the  balance  of  his  claim  out  of  the  securities  so  held. 

Secured  Creditors. — A  creditor  having  a  mortgage  charge  or  lien  on  the 
debtor's  property  or  assets  is  deemed  a  secured  creditor. 
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Mortgages  legal  and  equitable. — A  mortgage  may  be  either  a  legal  or  an 
equitable  mortgage.  A  deposit  of  deeds  without  a  word  being  spoken  may 
create  an  equitable  mortgage,  as  may  also  an  order  in  writing  from  a  debtor 
to  his  bankers  to  hold  deeds  for  a  creditor  to  whom  the  order  was  given, 
though  that  order  may  not  have  been  signed.  Again,  a  contract  to  execute 
a  legal  mortgage  and  a  written  agreement  to  deposit  deeds  will  create  an 
equitable  mortgage ;  not  so,  however,  a  parol  agreement  to  deposit  deeds, 
unless  the  deposit  be  in  fact  made. 

A  statutable  mortgage  has  no  priority  over  simple  contract  debts,  unless 
it  has  been  registered  three  months  before  the  filing  of  petition  of  bankruptcy, 
and  the  security  of  a  judgment  creditor  who  has  obtained  and  served  a 
garnishee  order  becomes  levelled  if  the  debtor  is  adjudicated  a  bankrupt 
after  the  conditional  order  to  pay,  and  before  it  is  made  absolute. 

Judgment  Creditors. — A  judgment  creditor  who  is  appointed  by  the 
High  Court  as  a  receiver,  and  who  has  gone  into  possession,  does  not  thereby 
become  a  secured  creditor,  nor  does  a  judgment  creditor  who  obtained 
charging  order  after  the  act  of  bankruptcy  on  which  there  was  a  subsequent 
adjudication.  Judgments  not  registered  within  twenty-one  days  of  entering 
up  are  to  be  deemed  void  against  the  assignee,  and  even  if  registered  it  will 
have  no  priority,  as  already  stated,  unless  the  registration  is  three  months 
prior  to  the  adjudication ;  but  such  an  unregistered  judgment  will,  however, 
support  an  adjudication  upon  a  debtor's  summons  taken  out  by  the 
judgment  creditor. 

Warrants  of  Attorney,  etc.,  when  void. — Warrants  of  attorney  to  confess 
judgment  given  wholly  or  in  part  for  an  antecedent  debt  within  two  months 
of  filing  of  petition,  and  cognovits  actionem  given  within  same  time  in  any 
action  commenced  in  collusion  with  the  bankrupt,  if  unable  to  meet  his 
engagements  at  the  time,  are  void.  Such  warrants  of  attorney  and  cognovits 
are  also  to  be  void  unless  registered  within  twenty-one  days  after  execution, 
and  if  subject  to  any  defeasance  or  condition  same  shall  be  written  on  any 
such  warrant  or  consent,  otherwise  such  warrant  or  consent  for  judgment 
shall  be  null  and  void,  as  also  in  case  they  have  not  been  executed  in 
presence  of  a  solicitor  of  the  superior  courts  acting  on  behalf  of  the  person 
executing  the  same. 

Liens. — A  shipowner  retaining  possession  of  the  ship  has  lien  for  freight, 
and  equally  so  by  statute  even  after  the  goods  are  landed,  provided  he  gives 
notice,  but  he  has  no  lien  for  dead  freight  or  unliquidated  damages  under  the 
name  of  freight,  or  for  demurrage  or  wharfage ;  nor  has  an  owner  of  cargo 
sold  for  the  necessities  of  the  ship  a  lien  upon  the  ship  for  loss,  the  subject 
of  general  average.  Special  contracts  may,  however,  of  course  be  made  to 
give  a  lien  for  freight,  demurrage,  and  average. 

An  agent  is  deemed  to  have  a  lien  on  the  goods  remaining  on  his 
premises  in  respect  of  unmatured  bills  accepted  by  him  on  behalf  of  his 
principal,  and  bankers  have  a  general  lien  on  all  securities  deposited  with 
them  by  a  customer  in  the  absence  of  express  contract  or  circumstances 
inconsistent  with  such  lien.  Bills  of  exchange,  although  purporting  to  be 
made  against  a  particular  cargo,  do  not  necessarily  carry  in  the  hands  of  a 
holder  a  lien  on  the  cargo. 

A  vendor  of  an  estate  has  a  lien  for  unpaid  purchase  money,  provided 
the  nature  of  the  contract  does  not  exclude  such  lien ;  equally  so  has  the 
vendee  for  any  money  advanced,  should  the  contract  be  rescinded. 

An  insurance  broker  retaining  policies  of  insurance  effected  by  him  on 
which  he  has  paid  the  premiums  has  lien  on  such  policies. 

Wharfingers  have  lien  for  general  balance  due,  but  a  warehouseman, 
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shipping  agent,  or  wharfinger  has  no  lien  for  warehouse  rent  or-  cost  of 
labour  in  the  absence  of  contract  or  local  usage. 

A  solicitor,  as  is  pretty  generally  known,  has  lien  on  all  papers  that 
come  to  his  hands  in  the  usual  course  of  business.  He  has  likewise  a  lien 
on  purchase  money,  unless  he  constitutes  himself  a  trustee  for  creditors. 
He  has  also  lien  on  the  books  of  his  clients  deposited  with  him  before 
bankruptcy,  although  it  cannot  be  claimed  against  the  assignee  or  trustee 
in  bankruptcy.  A  solicitor's  town  agent  has,  as  against  the  country 
solicitor,  a  general  lien  upon  any  money  recovered  in  an  action  for  all  costs 
and  agency  business,  but  the  solicitor  of  a  trustee  has  no  lien  upon  the  trust 
fund;  nor  will  there  be  any  lien  as  against  the  assignee  in  any  case,  if 
possession  has  not  been  acquired  before  adjudication  and  without  notice  of 
act  of  bankruptcy. 

A  lien  will  be  lost  by  pledging  the  goods  or  by  taking  some  other 
security  instead  from  the  debtor. 

Bills  of  Sale. — A  bill  of  sale  is  void  and  of  no  security  if  given  for  any 
sum  under  £30,  and  is  also  void  unless  attested  by  one  or  more  credible 
witnesses,  not  parties  to  the  bill,  and  registered  within  seven  clear  days 
after  execution,  or  if  executed  out  of  Ireland  within  seven  clear  days  after 
the  time  at  which  it  would  in  the  ordinary  course  of  post  have  arrived  if 
posted  immediately  after  execution.  It  shall  truly  set  forth  the  considera- 
tion for  which  it  was  given,  else  it  will  be  also  void. 

Chattels  included  in  a  bill  of  sale  are  not  liable  to  be  taken  possession 
of  by  the  grantee  unless  the  grantor — 

(1)  Fails  to  pay  at  time  provided  for  payment,  or  fails  in  the  performance 
or  any  covenant  in  the  bill  and  necessary  for  maintaining  the  security. 

•(2)  Becomes  bankrupt,  or  suffers  the  goods  to  be  distrained  for  rent 
rates,  or  taxes. 

(3)  Fraudulently  either  removes  or  suffers  the  goods  or  any  of  them  to 
be  removed  from  the  premises. 

(4)  Fails,  without  reasonable  excuse,  to  produce  his  last  receipts  for  rent, 
rates,  and  taxes  upon  demand  in  writing  by  the  grantee. 

(5)  Suffers  execution  to  be  levied  under  any  judgment  at  law. 

The  grantor  may  within  five  days  from  seizure  by  the  grantee  apply  to 
Court,  and  the  Court,  if  satisfied  that  by  payment  or  otherwise  the  cause  of 
seizure  no  longer  exists,  may  restrain  the  removal  or  sale  of  the  chattels. 
A  bill  of  sale  must  be  renewed  once  at  least  every  five  years,  and  if  ^°^ 
made  in  accordance  with  the  form  in  the  schedule  to  the  Bills  of  Sale 
Act  where  given  by  way  of  security  for  the  payment  of  money  it  will  be 
void,  as  also,  except  as  against  the  grantor,  in  case  of  goods  not  scheduled, 
in  an  inventory. 

Bills  of  sale  have  to  be  registered  locally  within  three  clear  days  after 
the  registration  in  the  principal  registry  of  the  Bills  of  Sale  Office. 

Every  bill  of  sale  of  personal  chattels,  of  which  the  grantor  was  not 
the  true  owner  at  the  time  of  execution  of  the  bill,  shall  be  void  except  as 
against  the  grantor,  with  the  exception  of  bills  of  sale  of  growing  crops 
separately  assigned  or  charged  where  actually  growing  at  the  time,  and 
any  fixtures  separately  assigned  or  charged,  and  any  plant  or  trade 
machinery,  where  the  fixtures,  plant,  or  machinery  are  in  replacement  of 
what  were  specifically  described  in  the  schedule  to  the  bill  of  sale.  A 
bill  of  sale,  given  by  way  of  security  for  money,  will  not  protect  chattels 
which,  but  for  such  bill  of  sale,  would  be  liable  to  distress  under  a 
judgment  decree  or  warrant  for  recovery  of  taxes,  poor-rate,  county  cess,  or 
other  rates.      Where  a  bankrupt  in  his  statement  of  affairs  returns  the 
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grantee  o£  a  bill  of  sale  as  a  secured  creditor  the  bankrupt  is  stopped  from 
subsequently  denying  the  validity  of  the  bill  of  sale. 

Excess  and  Redemption  of  Assessed  Value  of  Security. — A  secured 
creditor,  whether  in  bankruptcy  or  arrangement,  is  bound  to  hand  over 
to  the  assignees  or  arranging  debtor  the  amount  realised  by  his  security  in 
excess  of  the  assessed  value,  with  interest  on  such  excess ;  and  the  assignees 
or  arranging  debtor  are  entitled  at  any  time  before  realisation  by  the 
creditor  of  such  security  to  redeem  same  upon  payment  of  the  assessed 
value  and  interest  thereon  at  5  per  cent  per  annum  from  date  of  assess- 
ment, together  with  salvage  payments,  and  a  similar  rate  of  interest 
thereon,  and  such  costs  as  may  be  allowed.  In  practice  the  time  for 
redemption  is  limited  to  two  months. 

On  the  other  hand,  it  does  not  remain  open  for  the  creditor  to  supple- 
ment the  amount  for  which  he  has  proved,  upon  subsequently  finding  that 
the  estimate  placed  on  his  securities  was  in  excess  of  what  the  same  realised. 
A  rather  inconsistent  arrangement  as  may  be  said. 

JFraudulent  Preferences. — As  regards  fraudulent  preferences  it  is  pro- 
vided that  every  conveyance,  transfer,  charge,  payment,  obligation  in- 
curred, and  every  judicial  proceeding  taken  or  suffered  by  any  person 
unable  to  pay  his  debts  as  they  become  due,  if  in  favour  of  any  creditor, 
with  the  view  of  giving  a  preference  over  the  other  creditors,  shall,  if  the 
person  become  bankrupt  within  three  months  after,  be  deemed  fraudulent 
and  void  as  against  the  assignees  or  trustees ;  but  this  does  not  apply  to  a 
purchaser,  payee,  or  incumbrancer  in  good  faith,  and  for  valuable  con- 
sideration ;  or  where  real  pressure  on  the  part  of  a  creditor  can  be  held  to 
have  been  brought  to  bear  upon  the  debtor,  who  with  the  motive  of  saving 
himself  from  exposure,  or  perhaps  from  a  criminal  prosecution,  made  the 
payment  or  transfer  without  the  substantial  or  dominant  view  of  preferring 
the  creditors.  Where,  however,  there  is  the  absence  of  a  voluntary  or 
fraudulent  preference  on  the  part  of  a  bankrupt,  all  payments,  conveyances, 
contracts  dealings,  and  transactions,  executions  and  attachments  against 
lands  and  tenements  executed  by  seizure,  and  all  executions  and  attach- 
ments against  goods  and  chattels  executed  and  levied  by  seizure  and  sale 
before  the  filing  of  the  petition  of  bankruptcy,  shall  be  deemed  valid 
notwithstanding  any  prior  act  of  bankruptcy  committed  by  the  bankrupt, 
provided  there  was  not  any  notice  of  the  prior  act  of  bankruptcy  by  him 
committed. 

There  must  be  pressure  on  the  part  of  the  creditor,  as  well  as  bankruptcy 
in  contemplation  on  the  part  of  the  debtor,  in  order  to  prevent  the  prefer- 
ence from  being  regarded  as  voluntary  or  fraudulent.  The  payment  of 
bills  endorsed  to  a  bank  by  a  trader  who  had  forged  the  acceptances  was 
held  to  be  fraudulent,  as  having  been  made  by  the  debtor  in  contemplation 
of  bankruptcy  and  without  pressure. 

Pressure  will  not  always,  however,  render  a  preference  non-fraudulent, 
as,  for  instance,  if  creditors  enter  into  an  understanding  with  the  debtor, 
whom  they  know  to  be  in  failing  circumstances,  that  he  should  borrow 
money  on  lone  credit  and  pay  them.  His  doing  so,  though  under  pressure, 
would  be  held  a  fraudulent  preference.  Although  a  voluntary  preference 
may  be  set  aside  as  a  fraud  within  the  meaning  of  the  bankruptcy  law,  it 
is  not  an  act  of  bankruptcy.  A  payment  to  make  good  trust  money  which 
has  been  misapplied  cannot  be  set  aside  as  a  fraudulent  preference,  though 
made  voluntarily  on  the  eve  of  bankruptcy. 

Voluntary  Settlements. — As  regards  voluntary  settlement  it  is  provided 
that  any  settlement  of  property  by  a  trader  not  being  a  settlement  before, 
vol.  m  31 
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and  in  consideration  of  marriage,  or  in  favour  of  a  purchaser  or  incum- 
brancer in  good  faith  and  for  valuable  consideration,  or  a  settlement  on  or 
for  the  wife  and  children  of  the  settlor  of  property,  which  has  accrued  to 
him  after  marriage  in  right  of  his  wife,  shall  be  void  as  against  the  assignee 
or  trustee  if  the  settlor  becomes  bankrupt  within  two  years  after  the  date  of 
settlement,  and  shall  also  be  so  void  if  the  settlor  becomes  bankrupt  at  any 
subsequent  time  within  ten  years  after  the  date  of  settlement,  unless  the 
parties  claiming  can  prove  that  the  settlor  was,  at  the  time  of  making  the 
settlement,  able  to  pay  all  his  debts  without  the  aid  of  the  property 
comprised  in  the  settlement. 

Any  covenant  or  contract  made  by  a  trader  in  consideration  of  marriage 
for  future  settlement  upon  his  wife  or  children  of  any  money  or  property 
wherein  he  had  not  at  the  time  of  his  marriage  any  estate  or  interest,  and 
not  being  money  or  property  of  or  in  right  of  his  wife,  shall  upon  his 
becoming  bankrupt,  before  such  property  or  money  has  been  actually 
transferred  or  paid  pursuant  to  such  contract  or  covenant,  be  also  deemed 
void  against  his  assignee  or  trustee. 

It  will  be  seen  that  this  provision,  with  regard  to  voluntary  settlements, 
is  made  applicable  to  traders  only ;  those  who  come  within  this  definition 
are  fully  enumerated  in  sec.  90  of  the  Irish  Bankrupt  and  Insolvent  Act 
of  1857,  and  embrace,  it  may  generally  be  said,  all  those  who  carry  on  any 
kind  of  business,  including  apothecaries,  auctioneers,  bankers,  brokers, 
carpenters,  cattle  or  sheep  salesmen,  cow-keepers,  livery  stable  keepers, 
market  gardeners ;  but  a  farmer,  grazier,  common  labourer  or  workman  for 
hire,  or  member  of  any  incorporated,  commercial,  or  trading  company, 
established  by  or  under  charter  or  Act  of  Parliament,  shall  not  be  deemed 
a  trader. 

The  assignment  of  a  lease  burthened  with  onerous  covenants,  and  at 
full  rent,  will  not  in  the  absence  of  fraud  be  deemed  a  voluntary  settle- 
ment, and  where  it  is  being  sought  to  ascertain  the  solvency  or  otherwise 
of  the  bankrupt  at  the  time  of  making  a  voluntary  settlement,  the  settlor's 
life  interest  in  the  property  settled  will  be  taken  into  account,  but  the 
value  of  his  trade,  implements,  and  of  the  goodwill  of  his  business,  if  he 
intends  carrying  on  his  business,  is  not  to  be  reckoned,  or  if  taken  into 
account  it  will  only  be  at  such  a  value  as  may  be  expected  from  a 
forced  sale. 

In  case  a  voluntary  settlement  is  declared  void  as  against  the  assignee 
in  bankruptcy,  this  will  not  entitle  him  to  a  stand  in  the  place  of  the 
beneficiaries,  or  give  him  on  behalf  of  the  unsecured  creditors  any  priority 
over  mortgages  and  incumbrances  subsequent  to  the  settlement,  and  it  will 
be  void  as  against  the  assignee  only  from  the  date  his  title  accrues.  If 
before  that  time  the  property  in  question  has  been  sold  bona  fide  to  a 
purchaser  for  value,  the  title  of  the  latter  will  be  good  as  against  the 
assignee. 

Where  a  mortgaged  estate  is  put  in  settlement,  and  the  interest  and 
principal  of  the  mortgage  debt  are  covenanted  to  be  paid  by  the  settlor, 
such  mortgage  debt  will  be  reckoned  amongst  the  trader's  liabilities  in 
arriving  at  the  position  of  his  affairs  at  the  date  of  settlement. 

Power  of  Court  over  certain  Conveyances,  etc, — As  bearing  upon  volun- 
tary settlements  reference  should  be  made  to  the  power  which  the  Court  has 
over  certain  conveyances,  etc.,  by  a  bankrupt.  It  is  provided  that  the 
Court  shall  have  power  to  order  the  sale  or  disposal  of  any  hereditaments, 
offices,  fees,  annuities,  leases,  goods  or  chattels,  bills,  bonds,  notes  or  other 
securities,  or  debts  conveyed,  assigned  or  transferred  by  any  bankrupt  who 
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was  in  insolvent  circumstances  at  the  time  of  the  conveyance,  assignment 
or  transfer,  except  such  took  place  upon  the  marriage  of  any  of  his  children 
or  for  valuable  consideration. 

Debts  not  presently  payable  may  be  proved. — Although  a  debt  may  not 
be  presently  payable  a  creditor  may  nevertheless  prove  and  receive 
dividends  equally  with  the  other  creditors,  deducting  only  thereout  a  rebate 
of  interest  for  what  he  shall  so  receive  at  the  rate  of  6  per  cent  per  annum, 
to  be  computed  from  date  of  declaration  of  dividend  to  the  time  such  debt 
would  have  become  payable. 

Surety  for  Annuity. — A  surety  for  the  payment  of  an  annuity  to  which 
the  bankrupt  was  subject  is  at  liberty  to  pay  the  amount  proved  in  respect 
of  the  annuity  and  then  stand  in  place  of  the  annuitant;  but  should 
the  surety  not  elect  to  do  so,  the  annuitant  is  at  liberty  to  sue  him  for 
accruing  gales  of  annuity  up  to  the  amount  proved  for,  with  interest 
at  5  per  cent  on  the  proved  amount  from  the  time  of  notice  of  proof, 
credit  being  given  for  any  dividend  received  under  the  bankruptcy  by  the 
annuitant. 

Contingent  Debts. — As  regards  a  contingent  debt,  or  debt  contracted 
under  a  contingency  which  shall  not  have  happened  before  the  filing  of 
petition,  the  Court  is  required  on  application  of  the  contingent  creditor  to 
ascertain  the  value,  and  in  respect  thereof  to  admit  him  as  a  creditor  and 
to  receive  dividends.  If  the  contingency  should  happen  before  the  value 
has  been  so  ascertained,  the  creditor  will  be  admitted  to  prove  for  the  debt 
and  receive  dividends  not  disturbing  previous  dividends. 

But  where  a  contingency  claim  has  not,  in  whole  or  in  part,  been 
converted  into  a  proof  within  a  period  of  six  months  from  the  date 
of  bankruptcy,  such  claim  may  on  the  application  of  the  assignee  be 
expunged. 

Alimony. — Future  payments  of  alimony  cannot  be  proved  for. 

Premiums  on  Policy  of  Insurance. — Where  a  bankrupt  is  liable  on  any 
contract,  or  promise  to  pay  premiums  on  any  policy  of  insurance,  or  to 
indemnify  any  person  against  such  payments,  the  person  entitled  to  the 
benefit  may  apply  to  the  Court  to  set  a  value  upon  his  interest  under  such 
contract  or  promise,  and  he  will  be  admitted  to  prove  for  the  amount  so 
ascertained  and  receive  dividends  thereon. 

Unliquidated  Damages. — As  regards  unliquidated  damages  the  Court 
may  direct  such  damages  to  be  assessed  by  a  jury,  and  when  assessed  shall 
be  provable  as  if  a  debt  due  at  the  time  of  bankruptcy  or  arrangement. 

On  agreement  between  the  parties  the  Court  may  assess  without  the 
intervention  of  jury. 

A  Trustee  or  Executor  should  prove. — Where  a  trustee  indebted  to  the 
trust  estate  becomes  bankrupt  it  is  his  duty  to  prove  the  debt ;  otherwise  he 
renders  himself  liable  to  the  loss,  although  he  has  obtained  his  certificate. 

One  trustee  cannot  prove  without  his  co-trustees.  Where  one  of  two 
executors  become  bankrupt  the  other  can  prove  against  the  estate  for  the 
amount  of  assets  in  the  bankrupt's  hands. 

Where  a  single  executor  has  dealt  fraudently  with  the  funds  he  will 
not  be  permitted  to  prove,  but  an  order  may  be  obtained  for  the  legatees 
or  others  interested  to  prove,  and  the  dividends  will  have  to  be  paid  into 
Court. 

Debts  on  which  Interest  not  reserved. — With  regard  to  debts  on  which 
interest  is  not  reserved  or  agreed  for,  interest  not  exceeding  5  per  cent  may 
be  proved  thereon  if  overdue  at  date  of  filing  of  petition,  to  be  calculated 
up  to  that  date  from  the  time  when  payable  under  a  written  contract,  or  if 
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there  is  do  written  contract,  then  from  the  time  when  demand  for  pay- 
ment was  made  in  writing  and  notice  given  of  intention  to  charge  interest, 
but  a  creditor  cannot  prove  for  interest  accrued  subsequent  to  the  date  of 
bankruptcy. 

Interest  on  Assessed  Value  of  Security. — When  a  secured  creditor  values 
his  security,  interest  runs  from  the  date  of  the  assessment  at  a  rate  of  not 
more  than  5  per  cent. 

Mutual  Debts  and  Credits. — In  case  of  mutual  debts  and  mutual  credits 
between  a  bankrupt  and  any  person  a  set-off  is  allowed,  i.e.  one  debs 
or  demand  may  be  set  against  another  provided  the  person  claiming  the 
benefit  of  set-off  had  no  notice  of  the  Act  of  Bankruptcy  when  he  gave 
credit. 

Set-off  will  be  allowed  against  a  factor  who  sells  in  his  own  name 
unless  the  person  purchasing  from  him  had  notice  that  the  factor  is  not 
the  principal.  The  fact  that  he  has  sold  without  disclosing  the  agency  in 
contravention  of  the  express  directions  of  his  principal  does  not  affect  the 
right  of  set-off. 

Set-off  also  takes  place,  of  course,  in  arrangements. 

Creditors'  Assignee. — The  choice  of  the  appointment  of  creditors' 
assignee  rests  with  the  major  part  in  value  of  the  creditors,  all  of  whom 
may  vote.  A  certificate  certifying  that  the  estate  and  effects  of  the 
bankrupt  has  vested  in  the  official  and  creditors'  assignees  should  be 
prepared  by  the  solicitor  having  carriage  signed  by  the  Registrar  sealed 
and  registered  in  the  Registry  of  Deeds  Office. 

Prohibition  as  regards  certain  Crops,  etc. — An  assignee  is  prohibited 
from  taking  or  disposing  of  any  hay,  straw,  grass,  turnips,  or  other  roots  or 
any  manure,  seaweed,  or  other  dressings  intended  for  the  land,  except  in 
the  way  that  the  bankrupt  would  have  been  entitled  to. 

Bankrupt's  Salary. — A  portion  of  the  salary  of  a  bankrupt  may  be 
appropriated  for  creditors. 

Disclaimer  of  Onerous  Property. — Where  any  property  of  a  bankrupt 
consists  of  lands  of  any  tenure  burthened  with  owners'  covenants  of  un- 
marketable shares  in  companies,  of  unprofitable  contracts,  or  of  any  other 
property  that  is  unsaleable  or  not  readily  saleable,  the  assignees  notwith- 
standing they  have  endeavoured  to  sell  or  take  possession  may,  with  the 
permission  of  the  Court  in  writing,  disclaim  such  property,  and  any  person 
interested  in  the  disclaimed  property  may  apply  to  the  Court  for  an  order 
for  possession  of  the  property  so  disclaimed. 

Any  person  injured  by  the  disclaimer  shall  be  deemed  a  creditor  of  the 
bankrupt  to  the  extent  of  such  injury  and  can  prove  for  same  as  a  debt ; 
but  the  Court  will  not  order  that  the  landlord  be  paid  compensation  for 
use  and  occupation  of  the  property  except  under  special  circumstances,  as 
where  the  assignee's  occupation  has  been  beneficial  to  the  bankrupt's 
estate. 

The  assignee  upon  disclaiming  a  purchase  of  real  property  made  by  the 
bankrupt,  cannot  recover  any  deposit  which  such  bankrupt  may  have  made. 

Effect  of  Non-Disclaimer. — If  on  the  other  hand  the  assignee  takes 
possession  of  the  bankrupt's  leasehold  property  and  does  not  disclaim  the 
lease  within  twenty-eight  days  after  receipt  of  application  calling  upon 
him  to  do  so,  or  within  such  further  time  as  may  be  allowed  by  the  Court, 
his  right  to  disclaim  is  lost,  and  he  is  personally  liable  for  the  rent  which 
accrues  after  he  has  taken  possession.  Chattel  interests  in  land  remain, 
however,  vested  in  the  bankrupt  until  the  assignees  have  elected  to  take. 

List  of  Debts  and  result  of  Applications  for  Payment. — Within  one 
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month  after  the  appointment  of  creditors'  assignee,  or  within  such  further 
time  as  may  be  allowed  by  the  judge  or  chief  registrar,  the  official 
assignee  has  to  make  out  list  of  debts  due  to  the  estate  remaining  unpaid, 
giving  dates  of  the  applications  made  for  payments  and  purpart  of  the 
answers  received  thereto.  The  creditors'  assignee  has  then  upon  such  list 
to  make  note  of  such  of  the  debts  as  he  considers  recoverable,  and  what 
steps  he  would  suggest  to  be  taken  for  their  recovery.  The  list  is  subse- 
quently submitted  to  the  registrar  for  consideration  or  instructions . 

Declaration  of  Dividend. — The  whole  or  greater  portion  of  the  bank- 
rupt's estate  being  got  in,  the  Court  appoints  a  public  sitting,  of  which 
notice  is  given,  to  make  a  dividend,  and  should  the  first  dividend  not 
exhaust  the  estate,  a  second  sitting  for  the  declaration  of  a  second  dividend 
of  the  balance  on  hand  has  to  be  held  within  eighteen  months  from  the 
date  of  filing  of  the  petition  of  bankruptcy.  If  after  such  second  dividend 
any  further  assets  should  become  available  for  the  creditors  from  any  part 
of  the  estate  not  realised  or  come  to  hand,  or  from  any  action  pending  at 
time  of  declaration  of  second  dividend,  a  subsequent  dividend  shall  be 
made  within  two  months  after  the  conversion  of  such  estate  and  effects 
into  cash. 

Dr.  and  Or.  Account  by  Official  Assignee. — The  official  assignee  fourteen 
days  before  a  final  dividend  is  advertised  has  to  send  to  the  creditors' 
assignee  a  Dr.  and  Cr.  account  between  the  assignee  and  the  estate,  with 
an  account  of  all  moneys  remaining  uncollected.  The  official  assignee 
would  render  himself  liable  to  be  charged  with  interest  at  the  rate  of  20 
per  cent  on  any  sum  over  £100  retained  in  his  hands  in  respect  of  any 
individual  estate.  He  may  however  retain,  subject  to  sanction  of  the  Court, 
a  sum  not  exceeding  £500  in  respect  of  combined  estates. 

Allowance  to  Bankrupt. — The  Court  may  make  from  time  to  time  an 
allowance  to  a  bankrupt  out  of  his  estate  for  the  support  of  himself  and 
his  family,  and  to  every  bankrupt  who  has  obtained  a  certificate  of  con- 
formity the  Court  may  make  an  allowance  up  to — 

3    per  cent,  not  exceeding  £300  of  estate,  pays  5s.  in  the  £' 

7*         .,  „  500  128.  6d.  „ 

10         „  „  600         „        .,      15s.  or  upwards  „ 


Payments  to  Unclaimed  Dividend  Account. — Dividends  unclaimed  and 
all  monies  the  produce  of  the  bankrupt's  estate  shall,  after  the  expiration 
of  a  period  of  twelve  months  from  date  of  declaration  of  dividend,  or  from 
time  at  which  any  other  monies  unclaimed  shall  have  come  to  hand,  have 
to  be  paid  into  the  unclaimed  dividend  account  to  be  subject  to  order  of 
Court  for  payment  thereout  subsequently  of  dividend  to  any  creditor  or 
for  distribution. 

The  authority  for  payment  of  a  dividend  becomes  void  after  twelve 
months. 

Certificate  of  Conformity. — A  bankrupt  has  to  serve  notice  of  his 
application  for  certificate  of  conformity  on  each  creditor  in  his  schedule, 
or  who  shall  have  proved  debts  twenty-one  days  before  the  day  appointed 
for  the  hearing  of  same,  in  addition  to  serving  it  on  the  official  and  creditors' 
assignees.  The  granting  of  the  certificate  is  made  conditional  upon  a 
dividend  of  not  less  than  10a.  in  the  pound  being  paid  out  of  his  property, 
or  that  his  bankruptcy  or  inability  to  pay  said  dividend  has  arisen  from 
circumstances  for  which  the  bankrupt  cannot  justly  be  held  responsible. 
The  report  which  the  official  assignee  has  to  submit  to  the  Court  at  the 
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hearing  of  the  application  deals  specifically  with  those  circumstances  or  the 
reverse. 

The  certificate  may  be  withheld  for  such  time  as  the  Court  may  deem 
just  or  withhold  it  altogether : — 

(1)  If  a  prosecution  has  been  commenced  against  a  bankrupt  as  a 
fraudulent  debtor. 

(2)  If  a  bankrupt  has  not  made  a  full  disclosure  and  discovery  of  his 
estate  and  effects,  or  has  made  default  in  delivering  up  to  his  creditors  the 
property  which  he  is  required  to  give  up.  In  other  words,  all  his  property 
with  the  exception  of  household  furniture,  tools,  and  implements  of  trade, 
to  the  value  of  £20. 

A  trader  who  embarks  in  business  without  capital  will  have  his  certifi- 
cate suspended,  while  a  trader  who  imperfectly  keeps  his  books  will  have 
that  as  an  adverse  circumstance  taken  into  account  upon  his  application 
for  certificate  of  conformity. 

Proceedings  not  to  he  taken  for  Three  Years. — For  a  period  of    three 
years  after  final  examination,  or  close  of  bankruptcy  as  the  case  may  be, 
without  certificate  having  been  obtained  by  the  bankrupt,  no  proceedings 
are  to  be  taken  against  him  in  respect  of  a  debt  provable   under   the 
bankruptcy,  and    if   during  that  time   he  makes    up    the  dividend    to 
10s.  in  the  pound,  he  is  entitled   to  a  certificate  of  conformity   in   the 
same  manner  as  if  10s.  in   the  pound  had  been  originally  paid ;    but 
should  a  term  of  three  years  have  expired  since  the  date  of  bankruptcy 
and  the  bankrupt  be  still  uncertificated,  the  full  balances  of  the  creditors' 
debts  shall  be  deemed  subsisting  debts  in  the  nature  of  judgment  debts, 
and — subject  to  the  right  of  creditors,  who  became  such  after  final  examina- 
tion or  close  of  the  bankruptcy — may  be  enforced,  but  no  proceedings  are 
to  be  taken  without  the  consent  of  the  Court,  and  then  to  the  extent  only 
and  at  the  time  and  in  the  manner  directed  by  the  Court. 

Debts  incurred  by  Fraud,  etc.,  not  released. — A  certificate  of  conformity 
will  not  have  the  effect  of  releasing  a  bankrupt  from  any  debt  or  liability 
incurred  by  fraud  or  breach  of  trust,  of  which  he  has  obtained  forbearance 
by  any  fraud;  nor  will  he,  without  a  certificate  of  consent  of  the  com- 
missioners of  the  treasury,  be  released  from  debts  due  to  the  crown,  or  debts 
with  which  he  stands  charged  for  an  offence  against  the  statutes  relating  to 
public  revenue,  or  in  respect  of  bail  bonds  entered  into  for  the  appearance 
of  any  person  so  charged. 

He  will,  however,  be  released  by  the  certificate  of  conformity  from  all 
other  debts  provable  under  the  bankruptcy. 

Penalty  for  accepting  Gratuity  re  Certificate  of  Conformity,  etc. — A  creditor 
taking  goods,  money,  or  security  as  an  inducement  for  forbearing  to  oppose, 
or  for  consenting  to  a  certificate  of  conformity,  shall  lose  treble  the  value 
thereof,  to  go  to  the  creditors,  and  in  case  of  a  surplus  to  the  unclaimed 
dividend  account.  A  like  penalty,  as  already  noted,  attaches  to  a  corrupt 
agreement  in  the  case  of  an  arrangement ;  and  where  a  petitioning  creditor 
after  the  bankruptcy  compounds  with  the  bankrupt,  whereby  he  receives 
more  than  the  other  creditors,  such  creditor  forfeits  his  whole  debt,  and  has 
to  repay  or  deliver  up  to  the  assignees  for  the  benefit  of  the  creditors  the 
money  or  securities  he  received  from  the  bankrupt. 

Bankruptcy  of  a  Partnership  Firm. — Before  passing  to  a  consideration 
of  the  trustee  clauses  of  the  Bankruptcy  Acts  it  is  desirable  to  refer  to  the 
particular  matters  which  appertain  in  the  case  of  the  bankruptcy  of  a  firm. 
Where  a  partnership  firm  has  been  declared  bankrupt,  which  is  effected  by 
an  order  of  adjudication  against  the  partners  individually  with  the  addition 
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of  the  firm  name,  each  partner  has  to  file  a  schedule  or  statement  of  affairs 
dealing  with  his  separate  estate  as  supplementary  to  the  schedule  or  state- 
ment of  affairs  of  the  firm,  which  deals  with  the  joint  estate. 

Distinct  accounts  have  to  be  kept  of  the  joint  estate,  and  also  of  the 
separate  estate  or  estates  of  each  bankrupt. 

The  separate  estate  shall  be  applied,  in  the  first  place,  in  satisfaction  of 
the  debts  of  the  separate  creditors,  and  in  the  event  of  a  surplus  it  will  be 
carried  to  the  credit  of  the  joint  estate  and  made  available  for  the  joint 
creditors ;  and  should  there  be  a  surplus  of  the  joint  estate,  such  will  be 
carried  to  the  account  of  the  separate  estate  of  each  partner  in  proportion 
to  the  rights  and  interest  of  each  partner  in  the  joint  estate. 

Costs  may  be  paid  out  of  either  estate  at  the  discretion  of  the  Court  in 
case  of  insufficiency  of  assets  in  the  particular  estate  liable  to  meet  them. 

If  there  is  no  joint  estate  available  for  the  joint  creditors  they  are 
entitled  to  have  their  debts  paid  out  of  the  separate  estates  of  the  individual 
partners  pari  passu  with  the  separate  creditors ;  and  in  this  case  it  is  not 
material  whether  the  separate  estate  has  or  has  not  been  benefited  at  the 
cost  of  the  joint  estate. 

A  partner  cannot  prove  against  the  separate  estate  of  his  copartner  in 
competition  with  the  joint  creditors,  except  where  the  separate  estate  of  the 
debtor  partner  is  insufficient  for  payment  of  his  separate  debts  (exclusive 
of  the  debt  of  his  copartner). 

In  a  joint  commission  against  a  firm  a  partner  cannot  prove  in  competi- 
tion with  the  joint  creditors.  Proof  may,  however,  be  admitted  where  there 
has  been  a  fraudulent  application  of  the  partner's  property  for  partnership 
purposes  by  the  other  members,  or  where  the  debt  arises  in  connection  with 
a  distinct  trade. 

In  case  of  a  debt  of  the  firm  arising  from  breach  of  trust  or  fraud 
proof  may  be  brought  in  against  the  partners'  respective  separate  estates, 
or  against  the  joint  estate  of  the  firm,  at  the  option  of  the  creditor. 

Where  a  partner  has  pledged  his  separate  property  to  secure  a  partner- 
ship debt  the  separate  estate  has  to  be  recouped  the  amount  paid,  but  to 
the  extent  only  of  the  dividend  which  the  creditor  might  have  received  out 
of  the  joint  estate;  and  if  a  partnership  debt  has  been  paid  out  of  the 
partners'  separate  property  pledged  to  secure  it  the  separate  estates  must 
bear  the  payment  equally,  and  that  which  has  paid  more  than  its  share  is 
entitled  to  be  recouped  by  that  which  has  paid  less. 

Where  two  or  more  members  of  a  partnership  constitute  a  separate  and 
independent  firm  creditors  of  such  firm  are  deemed  a  separate  set  of  creditors, 
and  the  surplus  assets,  if  any,  will  be  carried  over  to  the  separate  estate  of 
the  partners  of  such  separate  and  independent  firm  according  to  their 
respective  rights  therein. 

Where  a  bankrupt  is  liable  in  respect  of  distinct  contracts  as  a  member 
of  two  or  more  distinct  firms,  or  as  a  sole  contractor  and  also  as  a  member 
of  firm,  proofs  in  respect  of  such  contract  will  be  admitted  against  the 
properties  respectively  liable ;  but  to  admit  of  such  double  proof  there  must 
be  distinct  estates  to  be  wound  up. 

A  joint  and  separate  creditor  of  one  or  more  bankrupt  partners,  holding 
security  for  his  debt,  may  prove  for  the  whole  against  the  estate  to  which 
the  security  does  not  belong,  and  deal  as  he  likes  with  the  security.  On 
the  other  hand,  he  may,  on  giving  up  the  security,  prove  for  the  whole  debt 
due  on  the  security  against  the  estate  to  which  it  belongs  and  for  the  residue 
against  the  other  estate,  thus  proving  for  part  against  the  joint  estate  and 
for  the  residue  against  the  separate  estate. 
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A  bankrupt  who  is  a  member  of  a  partnership  firm  is  by  the  order  of 
discharge  in  his  separate  bankruptcy  released  from  his  joint  as  well  as  his 
separate  debts.  In  case  of  the  bankruptcy  of  one  or  more  of  the  partners 
of  a  firm  a  joint  creditor  may  prove  for  the  purpose  of  voting  in  the  choice  of 
creditors'  assignee,  but  he  will  not  be  entitled  to  receive  any  dividend  out  of 
the  separate  estate  until  the  separate  creditors  shall  have  been  paid  in  full. 

A  married  woman  advancing  money  to  a  partnership  of  which  her 
husband  is  a  member  will  on  the  bankruptcy  of  the  firm  be  entitled  to 
prove  and  receive  dividends  as  an  ordinary  joint  creditor,  but  should  the 
advance  be  by  her  to  the  husband  carrying  on  business  as  a  sole  trader  she 
will  not  be  permitted  to  compete  with  his  creditors  or  receive  any  dividend 
till  they  have  been  paid  in  full. 

Trustee  Clauses. — The  trustee  clauses  of  the  Bankruptcy  Amendment 
Act  1872  have  not,  except  in  a  few  instances,  been  put  in  force  in  Ireland 
This  apathy  on  the  part  of  the  creditors  with  regard  to  the  rights  which 
they  may  exercise  over  the  realisation  of  the  bankrupt's  estate  seems  to  be 
due  mainly  to  the  result  of  the  delay  which  ensues  before  the  first  steps  can 
be  taken  for  putting  the  clauses  in  force. 

So  soon  as  the  order  of  adjudication  is  complete  the  official  assignee 
puts  a  stop  to  the  ordinary  trading  of  the  bankrupt,  and  proceeds  to  deal 
with  the  estate.     The  winding  up  is  accordingly  in  process  by  the  time  the 
public  sitting  can  be  held  at  which  the  first  steps  may  be  taken  by  the 
creditors  under  the  trustee  clauses.    The  creditors  do  not  then  at  such  stage 
care  to  interfere.     This  delay  in  procedure,  with  the  resulting  indifference 
of  the  creditors,  is  to  be  regretted,  the  more  so  as  the  trade  of  the  bankrupt 
could,  under  the  trustee  clauses,  be  conveniently  carried  on  for  the  purpose  of 
beneficially  winding  up  the  business,  not  to  speak  of  the  many  advantages 
to  be  derived  that  could  not  be  obtained  in  a  winding  up  under  the  Court 

The  clauses  in  question  provide  for  the  winding  up  of  a  bankrupt's 
estate  by  a  trustee  and  committee  of  inspection,  instead  of  by  the  official 
assignee  of  the  Court  of  Bankruptcy,  and  apply  where  the  aggregate  amount 
of  the  bankrupt's  debts  is  not  less  than  £50.  In  such  case  the  bankrupt, 
or  any  of  his  creditors  whose  debt  or  debts  amount  to  £50,  may  make  applica- 
tion to  the  Court  to  summon  a  meeting  of  creditors  to  obtain  the  sanction 
to  winding  up  under  the  trustee  clauses.  Such  application  should  be  made 
before  the  appointment  of  the  creditors'  assignee  and  after  the  bankrupt 
shall  have  filed  his  statement  of  affairs. 

If  at  said  meeting,  which  is  to  be  presided  over  by  the  registrar  of  the 
Court,  a  majority  of  the  creditors  in  number  and  three-fourths  in  value 
present  personally  or  by  proxy  and  voting,  may  then  declare  that  the 
estate  be  wound  up  by  a  trustee  and  a  committee  of  inspection,  which  is  not 
to  consist  of  more  than  five  of  the  creditors  qualified  to  vote,  or  authorised 
by  creditors  qualified  to  vote. 

No  creditor  can  vote  at  such  meeting  unless  he  has  proved  his  debt,  nor 
can  a  creditor  vote  in  respect  of  any  unliquidated  or  contingent  debt,  or 
debt  the  value  of  which  is  not  ascertained.  The  creditors  may  at  that 
meeting  appoint  a  trustee  and  fix  his  remuneration,  and  shall  declare  the 
security  to  be  given  by  him ;  or  they  may  leave  his  appointment  to  the 
committee  of  inspection. 

A  trustee,  like  an  assignee,  can  disclaim  onerous  property,  and  is  similarly 
limited  as  to  time  for  doing  so  when  called  upon  to  disclaim. 

A  trustee  has  power  to  decide  on  proofs  of  debt,  to  appoint  bankrupt  to 
manage  property,  and  with  the  sanction  of  committee  of  inspection — 

(1)  To  mortgage  or  pledge  property  for  the  payment  of  debts. 


IRISH  BANKRUPTCY  LAW  489 

(2)  To  refer  disputes  to  arbitration  and  compromise  debts. 

(3)  To  divide  in  its  existing  form  among  the  creditors  any  property  which 
cannot  advantageously  be  realised  by  sale. 

He  may,  with  the  sanction  of  a  special  resolution  subject  to  the  approval 
of  the  Court,  accept  a  composition  or  assent  to  a  general  scheme  of  settle- 
ment of  the  affairs  of  the  bankrupt. 

The  trustee  is  required  to  keep  proper  books  of  account,  and  any  creditor 
of  the  bankrupt  may,  subject  to  the  control  of  the  Court,  personally  or  by 
his  agent  inspect  such  books. 

A  meeting  of  the  committee  of  inspection  is  to  be  held  once  at  least  every 
three  months,  at  which  the  trustee's  accounts  have  to  be  audited,  and  a 
certified  statement  of  such  audited  accounts  has  to  be  forwarded  to  the 
Court ;  and  at  least  once  in  every  year  he  has  to  forward  to  such  Court 
officer  as  may  be  named  a  complete  statement  of  account  and  proceedings, 
otherwise  he  will  be  held  guilty  of  contempt  of  Court. 

The  trustee  has  to  pay  all  monies  into  the  bank,  and  if  he  keeps  any 
sum  exceeding  £50  he  will  have  to  pay  20  per  cent  on  the  excess  of 
such  sum  over  £50,  and  shall  further  be  liable  to  be  dismissed  from  office. 

He  may,  with  the  consent  of  creditors,  make  such  allowance  as  may  be 
approved  to  the  bankrupt  for  the  maintenance  of  himself  and  family,  or 
in  consideration  of  services.  A  trustee  will  not  be  entitled  in  the  absence 
of  contract  to  commission  on  the  amount  for  which  the  property  of  a 
bankrupt  (on  which  creditor  has  security)  is  sold  in  Court. 

In  the  event  of  a  trustee  not  declaring  a  dividend  for  a  period  of  six 
months,  he  shall  summon  meeting  of  creditors  and  explain  the  reason. 

The  bankrupt  will  be  entitled  to  any  surplus  remaining  after  payment 
of  the  creditors  and  of  the  costs,  charges,  and  expenses. 

After-acquired  property  does  not  vest  in  the  trustee,  unlike  the  case  of 
the  assignee  in  whom  after-acquired  property  does  vest. 

When  the  bankruptcy  is  closed,  the  trustee  shall  call  a  meeting  of 
creditors  to  consider  application  to  be  made  to  Court  for  his  release,  at  which 
meeting  the  creditors  may  express  their  opinion  as  to  the  conduct  of  the 
trustee,  and  they,  or  any  of  them,  may  appear  before  the  Court  and 
propose  or  oppose  the  release. 

The  order  of  release  will  discharge  the  trustee  from  all  liability,  but 
the  order  may  be  revoked  on  proof  that  it  was  obtained  by  fraud. 

Unclaimed  dividends  and  any  other  money  shall  be  accounted  and  paid 
over  to  the  unclaimed  dividend  account  as  in  bankruptcy,  and  the  trustee 
shall  deliver  a  list  of  the  outstanding  property  to  the  official  assignee,  who 
shall  realise  same,  if  practicable,  and  declare  a  dividend. 

Misdemeanour,  etc.  —  The  important  subject  of  misdemeanour  and 
felony  under  the  Bankruptcy  Act  remain  to  be  referred  to. 

Any  person  knowingly  and  wilfully  obstructing  the  messenger  of  the 
Court  in  the  exercise  of  his  duty  will  be  deemed  guilty  of  a  misdemeanour, 
and  liable,  on  conviction,  to  imprisonment  with  or  without  hard  labour  for 
any  term  not  exceeding  six  months. 

A  person  adjudged  bankrupt,  or  who  has  presented  a  petition  for 
arrangement,  will  be  deemed  guilty  of  misdemeanour,  and  liable  on  con- 
viction for  any  time  not  exceeding  two  years  with  or  without  hard  labour 
in  any  one  of  the  following  events  (in  the  majority  of  which,  however,  the 
verdict  of  a  jury  has  to  be  had) : — 

(1)  If  he  does  not  make  true  discovery  of  all  his  property,  real  and 
personal,  and  as  to  the  disposal  thereof,  except  in  the  ordinary  way  of 
trade,  or  in  family  expenses. 
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(2)  If  he  does  not  deliver  all  such  parts  of  his  property  as  is  in  his 
custody  or  control. 

(3)  If  he  does  not  deliver  up  all  books,  documents,  papers,  and 
writings  relating  to  his  affairs,  or  if  he  prevents  the  production  thereof,  or 
makes  any  material  omission  in  any  statement  relating  to  his  affairs,  or 
knowingly  allows  a  false  debt  to  be  proved  by  any  person  under  the 
bankruptcy  or  arrangement,  or  is  guilty  of  any  false  representation  with 
the  view  of  obtaining  the  consent  of  the  creditors  in  any  arrangement  with 
reference  to  his  affairs. 

(4)  If  after  presentation  of  bankruptcy  petition  or  petition  for  arrange- 
ment, or  within  four  months  before  such  presentation  respectively,  he  con- 
ceals any  of  his  property  to  the  value  of  £10,  or  conceals  any  debt  due  to 
or  from  him,  or  fraudulently  removes  any  part  of  his  property  to  the  same 
amount,  or  conceals,  destroys,  mutilates,  or  falsifies  or  is  privy  thereto,  any 
book  relating  to  his  affairs,  or  makes  or  is  privy  to  the  making  any  false 
returns  therein,  or  fraudulently  parts  with  or  alters  or  makes  any  omission 
in  any  document  relating  to  his  affairs,  or  is  privy  to  such,  or  attempts  to 
account  for  any  part  of  his  property  by  fictitious  losses  or  expenses. 

(5)  If  within  four  months  of  bankruptcy  or  arrangement  he  has  by  false 
representation  or  other  fraud  obtained  any  property  on  credit  and  not  paid 
for  same,  or  being  a  trader  obtains  credit  under  false  pretences  of  carrying 
on  business  in  the  ordinary  way  of  his  trade,  or  pledges  or  disposes  of 
any  property  obtained  on  credit  and  not  paid  for  same. 

Any  person  shall,  on  conviction,  be  liable  to  be  imprisoned  for  any  time 
not  exceeding  one  year  with  or  without  hard  labour,  if — 

(1)  He  has  obtained  credit  under  false  pretences  or  by  means  of 
fraud. 

(2)  With  intent  to  defraud  his  creditors  he  has  made  any  gift,  delivery, 
or  transfer  of  or  any  charge  on  his  property,  or  concealed  or  removed  any 
part  of  his  property  since  or  within  two  months  before  the  date  of  an 
unsatisfied  judgment  or  order  for  payment  of  money. 

(3)  He  has  wilfully  concealed  any  real  or  personal  estate  of  any  bankrupt 
or  arranging  debtor,  and  has  not  within  forty-two  days  of  the  filing  of 
petition  made  discovery  of  such  to  the  Court  or  assignee. 

Felony. — It  will  be  a  felony  for  any  person  having  been  adjudged 
bankrupt,  or  having  presented  petition  for  arrangement,  or  within  four 
months  before  being  so  adjudged  or  presenting  petition,  to  quit  Ireland 
and  take  with  him  any  part  of  his  property  to  the  amount  of  £20  or 
upwards ;  equally  so  if  he  attempts  or  makes  preparation  with  that  view ; 
punishable  in  either  case  by  imprisonmont  with  or  without  hard  labour 
for  any  time  not  exceeding  two  years.  Edward  Kevans. 

Ironworks  Accounting.  —  This  is  a  comprehensive  term, 
which  may  be  applied  to  any  establishment  in  which  any  species  of  iron- 
working  is  carried  on,  but  the  term  has  a  restricted  and  to  some  extent  a 
local  signification,  implying  mills  and  forges  for  the  manufacture  from  pig- 
iron  supplied  from  the  blast  furnaces  of  various  classes  of  iron,  including 
sheets,  bars,  angles,  gas-strip,  rails,  engineering  sections,  girders,  rods,  and 
every  class  of  iron  used  for  manufacturing  and  engineering  purposes. 

The  pig-iron  is  first  melted  in  a  puddling  furnace,  where  it  is  worked 
up  to  a  consistency  which  will  allow  a  large  mass  to  be  withdrawn  and 
thrown  between  the  rolls  of  a  puddling  mill,  from  which  it  emerges  in  a 
purer  form  as  a  puddled  bar.  These  bars,  when  cold,  are  cut  into  sections 
and  piled  in  billets,  which  are  placed  in  a  second  furnace  and  partly  fused, 
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when  they  are  withdrawn  and  carried  to  a  steam-hammer  or  helve-hammer, 
and  subjected  to  severe  pressure  for  the  removal  of  the  remaining  dross, 
when,  in  a  partially  cooled  but  still  plastic  condition,  they  are  passed 
through  the  sheet  mill  or  merchant  mill,  or  whatever  kind  of  mill  is 
required  to  give  them  the  requisite  form. 

The  work  is  done  by  skilled  men,  and  is  exceedingly  laborious,  so  much 
so  that  it  is  unusual  to  see  a  man  past  middle  age  engaged  in  the  more 
responsible  positions  in  the  works.  The  wages  in  each  iron-making  district 
are  regulated  by  a  joint  committee  of  masters  and  men,  usually  upon  a 
sliding  scale,  based  upon  the  certified  prices  at  representative  works  in  the 
district.  The  calculation  of  the  wages  is  rather  intricate,  but  the  other 
book-keeping  is  perfectly  simple.  The  purchases  consist  of  the  raw  material, 
pig-iron,  of  fettling  for  the  furnaces,  coal  and  coke  for  the  furnaces  and  the 
engines,  freight  and  general  charges.  The  sales  are  usually  for  substantial 
amounts,  and  at  net  prices,  and  as  a  system  of  monthly  payments  exists 
the  Ledger  accounts  are  punctually  discharged. 

The  selling  prices  are  based  upon  the  value  of  the  raw  material  and  the 
current  rate  of  wages,  but  depend  also  on  the  state  of  trade  and  the  brisk- 
ness or  slackness  of  demand.  It  is  not  the  practice,  as  it  is  in  an  engineer- 
ing work,  to  keep  prime  cost  accounts  of  the  separate  contracts.  Work  is 
delivered  as  fast  as  it  is  completed,  and  the  stock  at  any  time  consists 
principally  of  material  The  managers  know  from  the  prices  ruling  at  the 
time,  and  from  the  number  of  days  that  the  works  are  running,  whether  or 
not  the  business  is  being  carried  on  at  a  profit,  and  the  profit  and  loss 
account  is  usually  only  a  precise  confirmation  of  a  result  which  was  approxi- 
mately anticipated.  0.  Holt  Caldicott. 

Jettison. — The  act  of  throwing  overboard  cargo  or  ship's  tackle  to 
lighten  a  ship  in  a  storm  or  when  in  danger.  The  loss  sustained  is  borne 
by  contribution  (see  "  General  Average,"  p.  188). 

Jobber. — This  is  the  name  given  to  a  person  whose  business  it  is  to 
buy  or  sell  stocks  or  shares  on  the  Stock  Exchange.  In  the  London  Stock 
Exchange  the  members  are  divided  into  two  distinct  classes,  viz.  brokers 
and  jobbers.  The  public  deal  with  the  former  class,  while  the  jobbers  deal 
with  the  brokers.  Jobbers,  by  the  rules  of  the  Stock  Exchange,  are 
prohibited  from  dealing  with  the  public  direct.  When  the  public  wish  to 
buy  or  sell  shares  on  the  market  they  go  to  a  broker,  who  in  turn  goes  to 
the  jobber,  and  without  declaring  whether  he  is  a  buyer  or  seller  asks  for  a 
price.  The  jobber  names  both  the  price  at  which  he  is  prepared  to  buy 
and  that  at  which  he  is  ready  to  sell 

The  London  Stock  Exchange,  which  is  the  largest  in  the  world,  is  the 
only  one  where  this  class  of  persons  exists ;  in  most  other  exchanges  stocks 
and  shares  are  sold  as  at  an  auction. 

Joint  Adventure  is  a  limited  partnership  entered  into  by  two  or 
more  individuals  whereby  they  agree  to  contribute  certain  sums  for  a 
particular  purpose,  the  profit  or  loss  upon  which  is  to  be  divided  among  the 
parties  according  to  their  interests  when  the  adventure  is  closed.  It  is 
usually  restricted  to  a  particular  course  of  dealing  or  trading,  such  as  specu- 
lation in  certain  shares  or  stocks,  one  or  more  cargoes  of  timber  or  grain, 
the  chartering  of  a  ship  for  a  particular  voyage  or  time,  or  the  buying  or 
feuing  of  a  particular  piece  of  ground  and  erecting  buildings  thereon.  The 
parties  as  such  adventurers  need  not  use  any  social  or  descriptive  name, 
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and  are  not  liable  beyond  the  limits  of  the  joint  adventure.  It  may  be 
established  in  the  same  way  as  an  ordinary  partnership,  i.e.  by  written 
contract  or  parole  proof.  Indeed  it  is  somewhat  difficult  to  differentiate  the 
joint  adventure  from  an  ordinary  partnership,  and  in  England  such  a 
distinction  is  not  recognised.  Lord  Eldon  said  "  a  joint  adventure  is  as 
proper  a  partnership  as  any  other/'  but  in  Scotland  the  distinction  of  a 
proper  copartnery  and  a  joint  adventure  is  simply  this,  that  in  the  case  of 
a  proper  copartnery  the  company  is  a  separate  persona,  and  subsists  in  that- 
capacity  for  the  purpose  of  winding  up,  while  a  joint  adventure,  when 
completed,  is  resolved  into  its  elements,  and  each  may  maintain  his  own 
interests  in  the  common  funds  by  direct  action  in  his  own  name  without 
the  co-operation  of  the  rest.  While  the  joint  adventure  is  in  operation,  the 
contract  may,  of  course,  provide  that  action  may  proceed  against  the  debtors 
to  the  adventure  at  the  instance  of  one  or  more  of  them,  but  when  the 
adventure  is  finished  and  nothing  remains  but  a  division  of  the  funds,  each 
joint  adventurer  is  simply  a  proprietor  of  his  share  of  the  funds,  and  may 
vindicate  them  from  the  official  or  manager  in  whose  hands  they  remain, 
who  holds  them  on  his  account.  A  partnership  or  company  may  be  a 
party  to  a  joint  adventure,  with  the  result  that  the  creditors  of  the 
adventure  have  a  preference  over  the  creditors  of  the  company  on  any  funds 
invested  in  the  joint  adventure. 

The  parties  are  liable  as  partners  for  the  debts  of  the  joint  adventure, 
but  they  are  not  liable  for  anything  supplied  to  an  individual  partner 
purchased  previously  to  the  contract,  though  such  may  afterwards  be 
brought  into  the  joint  concern.  Nor  where  the  parties  to  the  adventure 
are  not  disclosed,  or  it  be  not  known  by  any  social  name,  are  the  individual 
parties  liable  for  what  may  be  supplied  to  one  partner.  The  only  recourse 
the  seller  thereof  has  being  against  the  individual  purchasing  and  against 
the  adventure  for  such  share  of  the  buyer's  interest  therein  as  may  remain 
in  their  hands. 

The  interest  of  the  parties  in  the  adventure,  in  the  absence  of  any 
express  agreement  to  the  contrary,  is  presumed  to  be  equal,  and  the  profit 
or  loss  at  the  close  of  the  adventure  falls  to  be  divided  accordingly,  each 
partner  being  entitled  to  sue  the  managing  or  intromiting  partner  for  his 
share  of  the  common  stock  and  profit. 

See  Bell's  Commentaries,  i.,  iii.  264  ;  Bell's  Principles  (9th  edit.),  L  892-396  ;  Erskixk's 
Principles  (18th  edit),  310-11.  JAS.   CAMPBELL  IRONS. 

Joint-Note. — A  joint-note  is  a  bill  or  promissory  note  payable  by 
two  or  more  parties  jointly.  In  the  usual  form  the  note  is  drawn  by 
making  the  amount  payable  jointly  and  severally:  the  effect  of  the 
qualification  "severally"  being  to  make  each  of  the  parties  separately 
liable  to  pay  the  whole  amount,  that  is,  the  holder  of  the  bill  may  sue  any 
one  of  the  parties  to  the  bill.  Upon  one  party  paying  the  full  amount, 
however,  that  party  has  the  right  of  relief  against  the  other  parties  for  the 
share  due  by  them.    The  following  is  an  example  of  such  a  joint-note : — 

London,  17th  Jan.  19    . 
BUI  Stamp, 
10/- 

One  month  after  date  we  jointly  and  severally  promise  to  pay  to  John  Smith 
or  his  order  within  the  Bank  of  England  the  sum  of  One  Thousand  Pounds 
Sterling  for  value  received. 

(Sgd.)     A.  Ross. 
£1000  John  Kenning. 
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Journal. — The  Journal  was  at  one  time  one  of  the  most  important 
books  in  book-keeping,  and  it  was  considered  essential  that  the  whole  of 
the  transactions  of  a  business  should  be  journalised.  Its  use  is  to  a  large 
extent  dispensed  with  by  the  practice  of  posting  direct  from  the  books  of 
original  record  into  the  Ledger,  and  it  is  now  mainly  used  for  the  purpose 
of  making  those  entries  which  cannot  be  conveniently  posted  through  the 
books  of  original  record. 

When  each  transaction  is  journalised  separately  the  Journal  is  said  to 
be  a  simple  Journal,  but  when  the  entries  are  grouped  the  Journal  is 
spoken  of  as  a  classified  Journal.  The  following  cash  transactions  are 
shown  as  they  would  be  recorded  in  the  two  forms  of  Journal : — 


Transactions 


Paid  Cash  for  rent  . 
Received  Cash  for  goods  sold 
Received  Cash  from  Bank 
Paid  to  J.  Smith     . 
Paid  into  Bank 


I.  Simple  Journal 


£       *.     d. 

£      s.     d. 

Jan.    5. 

Rent Dr. 

10    0    0 

To  Cash 

10     0     0 

7. 

i 
i 
i 

Cash 

To  Goods 
Cash 

To  Bank 

Dr. 
Dr. 

20    0    0 
50    0    0 

20    0    0 
50    0    0 

J.  Smith  . 
To  Cash 

Dr. 

75     0    0 

76     0    0 

20. 

Bank 
To  Cash 

Dr. 

25    0    0 

25    0    0 

II.  Classified  Journal 


£      s.    d. 

£      «.    d. 

Jan.    5. 

Rent        . 

Dr. 

to    0    0 

11. 

J.  Smith  .... 

Dr. 

75    0    0 

20. 

Bank       .... 
To  Cash 

Dr. 

25    0    0 

110     0     0 

7. 

Cash        .... 
To  Goods 
To  Bank 

Dr. 

70    0    0 

20     0     0 
50    0     0 

The  process  of  deciding  which  accounts  have  to  be  debited  and  which 
accounts  have  to  be  credited  in  connection  with  the  various  transactions 
and  the  writing  of  these  into  the  Journal  is  called  journalising.  The 
carrying  of  these  entries  into  the  Ledger  accounts  is  called  posting  the 
Journal 

The  transactions  which  have  already  been  shown  as  they  should  be 
journalised  at  the  present  time  will  now  be  shown  as  they  would  appear 
in  different  forms  of  Journal : — 
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III.  Italian  Form  of  Journal — Form  1 


Folia 

Date. 

Jan.    5. 
11. 
20. 

Cash  Cr.  by  Sundries    .... 

Rent 

J.  Smith    .... 
Bank 

10    0    0 
75    0    0 
25    0    0 

£        s.      d. 

t 

I 
110     0     0      ' 

Jan.    7. 

Cash  Dr.  to  Sundries    .... 
Goods        .... 
Bank 

20    0    0 
50    0    0 

70     0     0     1 

In  the  Italian  form  of  Journal  the  first  money  column  is  merely  used 
for  the  purpose  of  containing  items  which  have  to  be  added  together,  and 
the  two  columns  are  not  used  as  distinctly  debit  and  credit  columns  as  in 
the  modern  form  of  Journal.  In  fact,  in  the  modern  method  of  journalis- 
ing the  debit  entry  is  always  placed  first,  but  in  the  Italian  form  no  such 
rule  is  followed,  and  the  entries  as  shown  above  are  made  in  any  order. 
Some  old-established  firms  still  use  a  Journal  in  this  form. 

It  will  be  observed  that  the  entries  given  above  do  not  appear  as  is 
usual  in  stating  accounts,  debits  to  the  left  and  credits  to  the  right.  Again, 
as  will  be  seen  on  reference  being  made  to  a  few  more  transactions  given 
below,  where  only  one  account  falls  to  be  debited  and  another  credited,  the 
amount  is  placed  in  one  column  only,  so  that  the  correctness  of  the  Journal 
cannot  be  proved.  In  posting  from  the  Italian  form  of  Journal  the 
liability  of  posting  to  the  wrong  side  of  the  Ledger  account  is  obvious, 
owing  to  the  constant  changes  from  debits  to  credits  recorded  throughout 
such  a  Journal 

The  following  are  a  few  additional  entries  recorded  in  the  Italian  form 
of  Journal : — 

III.  Italian  Form  of  Journal — Form  2 


Folia 

Date. 



Jan.  31. 

Sundries  Dr.  to  Consignment,  No.  108  . 
Dr.  John  Smith         .... 

£      #.    d. 

£       s.     <L 

480     0     0 
220     0     0 

700     0     0 

John  Fraser  Dr.  to  Goods 

400     0     0 

G.  Stewart  Dr.  to  Sundries   . 

To  Charges,  Freight  .... 
Customs 

10    0    0 
5    0    0 

300     0     0 

15     0     0 
30    0    0 

345    0     0 

In  the  above  form  the  first  money  column  is  used  for  recording 
additions  and  subtractions  which  are  carried  out  to  the  second  column, 
and  varies  from  the  first  form  of  Italian  Journal  given  in  respect  that  the 


JOURNAL 


495 


various  amounts,  whether  they  be  debits  or  credits,  appear  in  the  second 
column,  and  are  added  up  in  that  column  instead  of  in  the  first  column. 


IV.  Journal  as  Sometimes  Uskd 


£ 

8. 

d. 

£ 

0. 

d. 

110 

0 

0 

Jan. 

5. 

10 

0 

0 

11. 

,,        J.  Smith    .... 

75 

0 

0 

20. 

,,        Bank         .... 

25 

0 

0 

7. 

Viz.:  ,,        Goods 

70 

0 

0 

20 

0 

0 

50 

0 

0 

V.  Civil  Service  Form  op  Journal 


Dr. 

Folio. 

Folio. 

Cr. 

£*.<*. 
10    0    0 

20    0     0 

50    0    0 
75    0    0 

25    0    0 

Jan.  5. 
Rent,  Dr. 

To  Cash 

Jan.  7. 
Cash,  Dr. 
To  Goods         .... 

Jan.  11. 
J.  Smith,  Dr. 

To  Cash 

Jan.  20. 
Bank,  Dr. 
To  Cash 

£      «.    d. 

10    0    0 

20    0    0 
50    0    0 

75    0    0 

25    0    0 

180    0    0 

180    0    0 

The  advantage  of  the  Civil  Service  form  of  Journal  is  that  it  shows 
even  more  clearly  than  that  usually  adopted  the  distinction  between  the 
debit  and  the  credit  entries.  The  sums  to  be  placed  to  the  debit  aud 
credit  sides  of  the  Ledger  have  not  only  separate  columns  but  are  at  the 
outer  edges  of  the  page,  and  have  separate  folios  for  the  insertion  of  the 
page  in  the  Ledger  to  which  each  item  has  been  posted. 


VI.  Ledger  Form  of  Journal 


Folio. 

Account. 

Date. 

Folio. 

Account. 

Rent . 

£10 

Jan.    5. 

Cash 

£10 

Cash  . 

20 

7. 

Goods 

20 

Cash  . 

50 

Bank 

50 

J.  Smith    . 

75 

11. 

Cash 

75 

Bank 

25 

20. 

Cash 

25 

£180 

£180 

The  above  is  a  very  simple  form  of  Journal,  and  with  it,  it  is  almost 
impossible  to  make  a  mistake.  If,  however,  any  explanations  have  to  be 
made,  or  reasons  given  for  making  any  particular  entry,  this  form  does  not 
lend  itself  readily,  as  the  narration,  as  it  is  called,  has  in  that  case  to  be 
written  across  the  money  and  date  columns.      In  this  form  it  will  be 
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observed  that  not  only  are  there  separate  columns  for  the  debit  and  credit 
posting  folio  and  the  cash,  but  there  are  also  separate  columns  for  the  name 
of  the  Ledger  accounts  to  which  the  entries  have  to  be  made. 

VII.  Columnar  Journals 

In  small  retail  businesses  it  is  sometimes  found  of  advantage  to  record 
all  transactions  through  a  columnar  Journal.  The  following  is  a  simple 
form : — 

Form  1. 


Goods. 

£    s    d 
200    0    0 

500    0    0 


700    0    0 


Cash. 


£    :   d. 
800    0    0 

150    0    0 


General. 


£    8.    d. 


Fol.     Date. 


100    0    0 


10 
50 

10 

50 

500 


0 
0 

0 
0 
0 


0 
0 

0 
0 
0 


550    0    0 


620    0    0 

550    0    0 
700    0    0 


1870    0    0 


1904. 
Jan.    1 
8 
10 


31 
Feb.   6 


Cash  to  capital 
Goods  to  cash 
Cash  to  goods 
Charges  to  cash 
R.  Munro  to  goods 
Goods  to  R.  Small 
Rent  to  cash  . 
Bills  receivable  to  R.  Munro 
R.  Small  to  bills  payable 
Cash  to  goods 
Etc.  etc. 


Dr.  Cash 
Dr.  Goods 


Cr. 
Cr. 


The  working  of  such  a  journal  will  readily  be  seen  from  the  few  trans- 
actions given.  The  items  in  the  "  General "  column  are  posted  daily  to  the 
respective  Ledger  accounts,  while  the  totals  of  the  "  Goods "  columns  on 
both  sides  are  posted  monthly  to  the  debit  and  credit  of  the  "Goods 
Account." 

As  cash  and  goods  are  the  two  principal  articles  dealt  in,  such  a  Journal 
is  very  convenient.  It  takes  the  place  of  the  ordinary  Cash  Book,  Day 
Book,  and  Invoice  Book,  and  the  only  other  books  of  account  required  to 
be  kept  are  the  Customers',  Creditors',  and  General  Ledgers. 

In  keeping  books  on  the  above  system  the  three  Ledgers  could  not  be 
proved  independently  of  each  other,  and  another  form  of  columnar  Journal 
is  used  by  means  of  which  this  may  be  attained.  Cash  transactions,  how- 
ever, are  recorded  in  a  Cash  Book.  On  the  following  page  is  the  form 
of  such  a  Journal,  the  working  of  which  is  explained  below. 

Every  transaction,  it  will  be  observed,  is  recorded  under  its  appropriate 
Ledger,  and  the  Journal  reconciled  as  shown  below.  The  idea  in  having 
the  Journal  so  ruled  is  to  reconcile  the  Ledgers  separately.  The  totals  at 
the  debit  and  credit  of  the  column  headed  "  Customers'  Ledger  "  are  posted 
to  an  account  in  the  General  Ledger  headed  "  Customers'  Abstract,"  while 
the  totals  of  the  "  Creditors'  Ledger "  columns  are  posted  to  an  account 
headed  "  Creditors'  Abstract."  The  Cash  Book  in  such  concerns  is  ruled, 
so  as  to  classify  the  transactions  under  these  three  headings,  and  by  this 
means  the  Ledgers  may  be  proved  in  a  similar  way  to  that  explained 
under  the  article  on  "  Book-keeping,"  vol  i.  pp.  455  and  456. 

Other  forms  of  columnar  Journals  are  in  use,  but  it  is  only  in  small 
businesses  where  every  transaction  would  be  recorded  in  the  Journal.  In 
large  concerns  the  usual  form  of  Journal  is  used,  as  most  of  the  transactions 
are  recorded  in  other  books.     For  example,  the  Journal  or  Daily  Summary 


Fol. 

General. 

Cash. 

Goods. 

£     5.   d. 
800    0    0 

500    0    0 

50    0    0 
500    0    0 

1350    0    0 

220    0    0 
300    0    0 

&    «.    d. 

800    0    0 

10    0    0 

10    0    0 

£    *.    d. 

150    0    0 
50    0    O 

100    0    0 

220    0    0 

300    0    0 

1870    0    0 
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Book  of  a  bank  is  used  for  journalising  the  totals  of  the  various  subsidiary 
books  prior  to  posting  to  the  General  Ledger.  The  debit  transactions  are 
recorded  in  various  books,  while  the  credits  likewise  are  contained  in  a 
number  of  subsidiary  books.  The  totals  of  these  books,  however,  are 
journalised  daily,  and  posted  to  the  General  Ledger.  This  Journal  proves 
the  accuracy  of  the  summations  of  the  various  subsidiary  books,  as  the  total 
debits  should  equal  the  total  credits. 

Form  II 


Date. 

Ledger 
Folia 

Customers'  Ledger. 

General  Ledger. 

Creditors'  Ledger. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

£     s.   d. 

£     «.   d. 

£     «.  d. 

£     s.   d. 

£     s.  <?, 

£    *.   d. 

Jan.  1 

Goods         .... 

5 

600    0    0 

To  A.  Brown 

9 

- 

600    0    0 

2 

A.  Brown  . 

To  Bills  payable 

B.  Fraser  . 
To  Goods 

9 
60 

10 
5 

300    0    0 

9 

800    0    0 

600    0    0 

600    0    0 

6 

Goods 

To  A.  Brown 
„  J.  Black  . 
B.  Fraser  . 
A.  Johnson 

To  Goods 
Bills  receivable . 

To  A.  Johnson 

5 

60 
40 

,  SO 

9 
88 

5 
40 

300    0    0 
300    0    0 

800    0    0 

800    0    0 

400    0    0 

600    0    0 

800    0    0 
100    0    0 

Feb.  1 

Interest 

To  A.  Brown 

6 
9 

9 

2    0    0 

2    0    0 

Customers'  Abstract,  G.  L. 

1200    0    0 

800    0    0 

1002    0    0|  900    0    0 

600    0    0 

1602    0    0 

1200    0    0 

800    0    0 

Creditors'  Abstract,  G.  L. 

16 

16 

600    0    0   1602    0    0 

General  Ledger . 

16 

16 

1002    0    0     900    0    0 

2802    0    0   2802    0    0 

1  A  form  of  columnar  Journal  to  which  reference  falls  to  be  made  here  is 
that  used  by  solicitors  known  as  the  Cash  Journal  If  reference  be  made 
to  the  article  on  "  Solicitors'  Accounts,"  the  use  and  form  of  this  book  will 
be  seen.  Such  a  Journal  requires  to  be  very  carefully  kept,  as  mistakes 
may  easily  arise  in  entering  an  amount  in  the  wrong  column. 

The  books  of  original  record  are  sometimes  regarded  as  convenient  sub- 
divisions of  a  classified  Journal,  and,  while  it  is  instructive  from  some 
points  of  view  to  regard  them  as  such,  for  most  purposes  they  should  be 
regarded  as  portions  of  the  Ledger  system.  In  fact,  too  much  is  sometimes 
made  of  the  Journal,  and  it  is  better  to  regard  it  merely  as  a  convenient 
posting  medium  for  arranging,  once  and  for  all,  which  accounts  have  to  be 
debited,  and  which  accounts  credited.  It  records  in  convenient  form  the 
making  of  entries  in  the  Ledger,  but  is  not  one  of  the  essential  books  in 
book-keeping. 

The  chief  use  of  the  Journal  in  modern  book-keeping  is  to  record  any 
opening  entries  which  may  be  made  in  beginning  a  set  of  books,  and  to 
record  the  closing  and  opening  entries  at  each  financial  period.  It  is  also 
used  throughout  the  year  for  transfers  from  one  Ledger  account  to  another, 
which  cannot  be  conveniently  passed  through  any  of  the  books  of  original 
record.  The  closing  entries  nui*&d  at  the  end  of  a  financial  period 
consist  of: — (1)  Adjustment  viscounts  referring  to  assets  and  liabilities, 
with  the  view  of  making  fc^  0U  ^Vg  shown  as  assets  and  liabilities  exactly 
as  they  really  are  at  the  daf  fylfl^fliiig  ^e  k°oks.  When  it  is  necessary 
vol.  in  ^    {  cl°9  32 
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to  increase  an  asset  or  to  diminish  a  liability,  the  account  representing  the 
asset  or  liability  is  debited.  When  it  is  necessary  to  decrease  an  asset  or 
increase  a  liability,  the  Profit  and  Loss  Account  is  debited,  and  the  account 
representing  the  asset  or  liability  is  credited.  (2)  The  gathering  together 
into  the  Profit  and  Loss  Account  of  the  balances  representing  profit  or 
charges  incurred  in  earning  the  profit.  (3)  Allocating  or  apportioning  the 
profit  as  the  case  may  be. 

One  of  the  most  important  rules  to  be  observed  in  book-keeping  is 
never  to  originate  an  entry  in  the  Ledger,  but  to  have  all  entries  in  one 
of  the  books  of  original  entry,  including  the  Journal  as  one  of  these  books. 
The  Journal  is  then  used  merely  to  record  all  those  transactions  which  cannot 
conveniently  be  passed  through  any  of  the  other  books  of  original  entry. 

It  is  evident  that  if  every  transaction  is  journalised,  the  totals  of  the 
Journal  should  agree  with  the  totals  of  the  Ledger  accounts  at  the  end  of  a 
period.  In  actual  practice,  however,  every  transaction  is  not  so  journalised, 
but  this  check  can  still  be  obtained  if  the  totals  of  the  subsidiary  books  are 
journalised  at  the  end  of  stated  periods.  See  "Book-keeping"  vol.  i. 
p.  451,  for  examples  of  the  class  of  entries  in  an  ordinary  Journal  as  used 
in  practical  book-keeping. 
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I.  Factor  loco  tutoris       .         .     499 

II.  Curator  Bonis  to  a  Minor    504 

III.  Curator  Bonis  to  an  incapax  504 

IV.  Factor  loco  absentis     .         .     506 


V.  Factor  on  Trust  and  In- 
testate Estates  .     506 
VI.  Factors   under  the   Bank- 
ruptcy Act       .        .        .     507 


A  judicial  factor  is  an  officer  appointed  by  the  Scottish  Courts,  to  whose 
care  are  entrusted  estates  and  interests  without  a  capable  owner  or 
administrator,  or  which  are  a  matter  of  litigation,  in  order  that  such 
estates  and  interests  may  not  suffer  through  want  of  management.  The 
circumstances  in  which  a  judicial  factor  may  be  appointed  are  numerous, 
and  several  of  these  appointments  are  dealt  with  in  this  article.  The  Court 
of  Session  have  exercised  the  right  of  appointing  judicial  factors  for  centuries, 
but  it  was  not  until  1730  that  the  powers  and  duties  of  judicial  factors 
came  to  be  regulated  by  statute.  In  that  year  an  Act  of  Sederunt,  dated 
13th  February,  was  passed  which  applied  to  factors  loco  tutoris,  factors  loco 
absentis,  and  curators  bonis,  but  which  continued  to  regulate  nearly  every 
class  of  judicial  factor  up  to  1849.  In  1849  the  Pupils'  Protection  Act 
(12  and  13  Vict.  c.  51)  was  passed,  and  the  provisions  of  this  Act  applied 
to  the  three  classes  of  factors  already  mentioned,  so  that  the  Act  of  1730 
was  superseded  so  far  as  these  three  classes  of  factors  were  concerned.  The 
Act  of  1730,  however,  still  regulated  all  other  factors,  and  continued  to  do 
so  up  to  the  year  1889,  when  the  Judicial  Factors  (Scotland)  Act  1889  was 
passed,  which  applied  to  all  judicial  factors  and  brought  their  administra- 
tion under  the  superintendence  of  the  Accountant  of  Court.  This  Act 
extended  the  provisions  of  the  1849  Act  to  all  judicial  factors. 
The  following  are  the  chief  classes  of  judicial  factors : — 
I.  Factor  loco  tutoris. 
II.  Curator  bonis  to  a  minor. 

III.  Curator  bonis  to  an  incapax* 

IV.  Factor  loco  absentis, 

V.  Judicial  Factors  oirtrust  and  intestate  estates. 
VI.  Factors  Judicial  under  the  Bankruptcy  Act. 
VII.  Other  Judicial  Factors. 
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I.  Factor  loco  tutoris 


1.  Appointment — A  factor  loco  tutoris  is  an  officer  appointed  by  the 
Court  to  administer  the  estate  of  a  pupil  who  has  no  other  legal  adminis- 
trator, or  where  the  estate  may  be  in  danger,  such  pupil  being  resident  or 
having  heritable  property  within  the  jurisdiction  of  the  Scottish  Courts. 
Where  there  are  no  tutors-nominate  acting  or  existing,  or  where  they 
decline  to  act,  or  where  guardians  are  unfit  or  have  died,  been  removed,  or 
have  resigned,  a  factor  loco  tutoris  may  be  appointed.  The  Sheriff  has 
power,  under  the  Judicial  Factors  (Scotland)  Act  1880  and  relative  Act  of 
Sederunt  dated  14th  January  1881,  of  appointing  judicial  factors  on  estates 
where  the  yearly  income  of  the  whole  estate,  heritable  and  moveable,  does 
not  exceed  £100.  Any  male  person  above  twenty-one  years  of  age  may 
be  appointed  factor  loco  tutoris.  While  accountants  and  law  agents  are 
usually  appointed,  yet  there  are  special  cases  where  other  persons  may  be 
so  appointed,  and  where  there  are  no  objections  the  Court  usually  appoints 
the  petitioner's  nominee.  Where  a  law  agent  is  so  appointed  he  cannot 
charge  for  professional  work  done  by  himself  or  his  firm.  Undischarged 
bankrupts  are  incapable  of  being  appointed,  and  a  factor  becoming  insolvent 
will  be  removed  and  another  appointed. 

2.  Powers  and  Duties  of  Factor. — The  powers  of  factors  are  now 
regulated  by  the  Pupils'  Protection  Act  1849,  the  Judicial  Factors  (Scot- 
land) Act  1880  and  relative  Act  of  Sederunt  1881,  and  the  Judicial 
Factors  (Scotland)  Act  1889.  Under  the  Act  of  1889  the  Accountant  of 
Court  is  charged  with  the  superintendence  of  all  judicial  factors.  The 
ordinary  powers  of  administration  of  estates  by  judicial  factors  have  been 
increased  by  recent  trust  legislation,  as  the  powers  contained  in  sec.  2 
of  the  Trusts  Act  1867  were,  by  the  Trusts  Amendment  Act  1884  (sec.  2), 
made  applicable  to  judicial  factors,  the  term  "  trustees  "  in  the  Trust  Acts 
being  by  this  latter  Act  held  to  include  judicial  factors. 

After  the  factor  has  found  caution  in  terms  of  the  Pupils'  Protection 
Act,  and  extracted  his  appointment,  his  first  duty  is  to  lodge  with  the 
Accountant  of  Court  a  rental  of  all  lands  under  his  care,  specifying  the 
rents,  revenues,  and  profits  of  such  lands,  the  existing  leases  and  other 
rights  affecting  the  lands,  and  the  public  burdens  and  other  burdens 
thereon.  He  must  also  transmit  a  list  of  all  moneys  and  funds  belonging 
and  debts  due  to  the  estate,  and  the  interest  or  revenue  arising  from  same, 
the  documents  by  which  the  same  are  vouched,  and  the  nature  and  value  of 
any  security  held  for  same.  An  inventory  of  any  household  furniture, 
farm  stocking,  goods  or  moveables,  including  rights  moveable,  must  also  be 
lodged.  The  rental  and  list  when  signed  by  the  factor,  after  adjustment 
by  the  Accountant,  forms  the  charge  against  the  factor,  for  which  he  must 
account.  The  inventory  must  show  the  estate  as  at  the  date  of  the  factor's 
appointment,  and  before  he  has  had  any  transactions  therewith. 

The  factor  must  recover  all  important  documents  and  writs  relating  to 
the  estate,  and  produce  them  to  the  Accountant  of  Court.  He  must 
recover  all  moneys  not  securely  invested  in  trust  securities,  and  use 
reasonable  diligence  in  acquainting  himself  with  the  exact  nature  and 
amount  of  the  estate  under  his  charge. 

The  factor,  in  recovering  rents,  interests,  and  debts  should  act  discreetly 
and  avoid  all  unnecessary  litigation.  Where  funds  are  outwith  Scotland, 
but  in  the  British  dominions,  these  are  recoverable  by  the  factor  on  pro- 
duction of  an  official  extract  of  his  appointment  having  attached  to  it  the 
seal  of  the  Court  of  Session,  when  it  is  to  be  so  used  outside  of  Scotland. 
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The  realisation  of  the  estate  and  its  investment  must  be  done  within  a 
reasonable  time.  With  regard  to  the  investments,  as  it  is  prescribed  that 
the  Accountant  has  to  "  consider  the  investments,"  he  has,  in  his  "  Notes  for 
Guidance  of  Factors, "  laid  down  what  he  requires  as  follows : — 

"  Besides  production  of  the  evidence  of  an  investment,  therefore,  factors 
should,  in  the  narrative  of  such  an  entry,  briefly  describe  the  security,  its 
nature,  position,  and  conditions  in  the  account,  and  produce  the  valuations 
and  rental  of  property  (certified  by  the  assessor)  on  which  the  money  has 
been  advanced.  The  amount  of  feu-duty  and  ground  annual,  and  whether 
those  have  been  properly  allocated,  should  also  be  stated.  In  the  case  of 
investments  on  bonds  over  heritable  property,  these  must  be  accompanied 
by  certificates  from  the  factor's  law  agent,  certifying  that  the  bonds  are 
first  securities,  or  otherwise,  as  the  case  may  be.  These  valuations,  certified 
rentals,  and  certificates  of  ranking  will  be  retained  by  the  Accountant. 
The  factor  should  invariably,  at  each  half-yearly  term,  satisfy  himself  that 
the  feu-duties,  ground  annuals,  etc.,  affecting  the  subjects  bonded  have  been 
paid,  and  see  that  the  subjects  are  insured  against  fire  to  a  sufficient 
amount.  He  requires  to  append  a  docquet  at  the  end  of  each  annual 
account,  stating  that  he  is  satisfied  the  heritable  properties  over  which  the 
funds  of  the  estate  are  lent  are  properly  insured,  and  that  he  has  seen  the 
receipts  for  (1)  premium  of  insurance,  (2)  feu-duty,  and  (3)  ground  annual 
for  the  current  year.  Loans  over  unfinished  properties  are  not  approved  of. 
The  Court  do  not  approve  of  investments  in  shares,  personal  bonds,  or  bills, 
or  even  of  the  protracted  continuance  of  such  investments  found  by  the 
factor  on  his  appointment,  or  of  the  continuance  of  the  funds  in  trade  or 
business.  In  the  case  of  a  loan  to  a  corporation  or  trust,  their  clerk  or 
secretary  should  affix  a  docquet  to  each  bond  or  mortgage,  stating  its 
ranking,  and  that  it  is  granted  within  the  borrowing  powers  of  the 
corporation  or  trust.  Factors  must,  however,  observe  that  the  responsi- 
bility of  investment  will  rest  with  themselves,  and  that  in  each  case  full 
evidence  must  be  submitted  to  the  Accountant,  to  enable  him  to  judge  of 
the  validity  and  sufficiency  of  the  security,  and  that  it  will  be  competent 
to  him  to  object  to  any  bond  or  mortgage  if  it  appears  to  him  to  be  in  any 
respect  objectionable." 

"Investments  in  the  following  (authorised  by  the  Trusts  (Scotland) 
Amendment  Act  1884)  are  approved  of: — 
(a)  In  the  purchase  of — 

(1)  Any  of  the  Government  stocks,  public  funds,  or  securities  of  the 

United  Kingdom. 

(2)  Stock  of  the  Bank  of  England. 

(3)  Any  securities  the  interest  of  which  is  or  shall  be  guaranteed 

by  Parliament. 

(4)  Debenture  stock  of  railway  companies  in  Great  Britain  incor- 

porated by  Act  of  Parliament. 

(5)  Preference,  guaranteed,  lien,  annuity,  or  rent-charge  stock,  the 

dividend  on  which  is  not  contingent  on  the  profits  of  the  year, 
of  such  railway  companies  in  Great  Britain  as  have  paid  a 
dividend  on  their  ordinary  stock  for  ten  years  immediately  pre- 
ceding the  date  of  investment. 

(6)  Stock  or  annuities    issued   by   any  municipal    corporation    in 

Great  Britain,  which  annuities,  or  the  interest  or  dividend 
upon  which  stock,  are  secured  upon  rates  or  taxes  levied  by 
such  municipal  corporation  under  the  authority  of  any  Act  of 
Parliament. 
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(7)  East  India  stock,  stocks  or  other  public  funds  of  the  Govern- 

ment of  any  colony  of  the  United  Kingdom  approved  by  the 
Court  of  Session,  and  also  bonds  or  documents  of  debt  of  any 
such  Government  approved  as  aforesaid,  provided  such  stocks, 
bonds,  or  others  are  not  payable  to  the  bearer. 

(8)  Feu-duties  or  ground  annuals. 
(b)  In  loans — 

(9)  On  the  security  of  any  of  the  stocks,  funds,  or  other  property 

aforesaid. 

(10)  On  real  or  heritable  security  in  Great  Britain. 

(11)  On  debentures  or  mortgages  of   railway  companies   in   Great 

Britain  incorporated  by  Act  of  Parliament. 

(12)  On  bonds,  debentures,  or  mortgages  secured  on  rates  or  taxes 

levied  under  the  authority  of  any  Act  of  Parliament  by  muni- 
cipal corporations  in  Great  Britain  authorised  to  borrow  money 
on  such  security. 

(13)  On    Indian  railway  stock,  debentures,  bonds,  or  mortgages  on 

which  the  interest  is  permanently  guaranteed  by  the  Indian 
Government,  and  payable  in  sterling  money  in  Great  Britain." 
After  setting  forth  a  list  of  colonial  stocks  approved  of  by  the  Court,  the 

Accountant  in  his  Notes  draws  the  attention  of  factors  to  the  following 

regulations : — 

(1)  The  special  stocks  invested  in  must  first  have  been  sanctioned  by 
the  Court.  By  the  Colonial  Stock  Act  1900,  however,  the  approval  of  the 
Court  is  not  now  required  in  making  investments  in  colonial  stocks. 

(2)  Intimation  of  each  investment  in  colonial  stocks  must  be  made  to 
the  factor's  cautioner,  and  written  evidence  of  the  cautioner's  approval  of 
the  investment  must  be  lodged  with  the  Accountant. 

(3)  Where  investments  have  been  taken  and  registered  in  the  factor's 
individual  name,  a  certificate  must  be  annually  obtained  from  the  chief 
accountant  of  the  Bank  of  England,  on  a  prescribed  form,  that  the  amount 
of  stock  stated  in  the  factor's  account  as  belonging  to  his  ward  stood  in  the 
books  of  the  bank  in  the  name  of  the  factor  at  the  closing  date  of  each  of 
his  annual  accounts,  and  such  certificate  must  be  indorsed  by  the  factor 
in  terms  that  will  identify  the  stock  to  which  the  certificate  applies  as 
belonging  to  the  ward  for  whom  the  investment  was  made. 

Where  stocks  are  taken  in  the  name  of  wards,  the  Bank  of  England 
do  not  recognise  the  factor's  title  to  collect  dividends  or  sell  unless  under 
authority  of  the  English  Court. 

(4)  When  the  factor's  account  is  lodged  in  which  the  investment  first 
appears,  the  original  receipt  obtained  from  the  seller  must  be  lodged  along 
with  the  account  endorsed  by  the  factor,  in  terms  that  will  identify  the 
stock  as  belong  to  the  ward  for  whom  the  investment  was  made,  and  such 
receipt  will  be  retained  by  the  Accountant. 

When  factors  invest  in  loans  over  heritable  security,  care  should  be 
taken  to  obtain  a  valuation  by  an  independent  valuator,  and  no  more  than 
two-thirds  of  the  value  should  be  lent  (sec.  4  of  the  Trusts  Amendment 
Act  1894). 

In  managing  an  estate  the  factor  should  use  the  same  skill  and  caution 
as  if  the  property  were  his  own.  Capital  and  revenue  transactions  should 
be  kept  quite  distinct.  In  Court  of  Session  appointments  the  factor  is  not 
allowed  to  retain  more  than  £50  on  hand  for  a  longer  period  than  ten  days, 
and  if  he  so  retains  the  money,  he  is  liable  to  be  charged  with  20  per  cent 
interest  on  the  excess  kept  on  hand  beyond  that  period,  and  he  may  be 
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dismissed  from  the  office.     In  Sheriff  Court  appointments  the  limit  is  £25. 
All  money  should  be  immediately  banked. 

The  Accountant  of    Court  fixes   the  date  upon  which  the  factor's 
accounts  close,  and  the  factor  must  lodge  the  accounts  within  one  month 
after  that  date.     Full  information  as  to  the  making  up  of  the  account, 
together  with  a  detailed  form,  are  given  in   the  Notes  issued  by   the 
Accountant      After  the  accounts  are  made  up  by  the  factor  they  are 
transmitted  to  the  Accountant  of  Court  for  audit.     The  Accountant  fixes 
the  factor's  remuneration,  and  reports  in  the  form  of  Notes  any  points 
requiring  explanations.      These  Notes  must  be  answered  within  twenty 
days,  and  the  procedure,  where  objections  are  raised  by  the  factor  and  not 
acquiesced  in  by  the  Accountant,  is  given  in  sees.  15  and  16  of  the  Pupils' 
Protection  Act  1849.    Provision  is  also  made  in  that  statute  (sees.  17  and 
34)  for  any  party  interested,  or  a  succeeding  factor,  opening  up  accounts 
audited  in  their  absence. 

If  a  factor  misconducts  himself  or  fails  to  perform  his  duties  he  is 
liable  to  dismissal,  and  may  have  to  forfeit  the  whole  or  part  of  his  com- 
mission. He  will  also  be  called  upon  to  make  good  any  damage  occasioned 
to  the  estate  through  his  misconduct.  In  the  event  of  a  factor  refusing  to 
comply  with  the  orders  of  the  Accountant  of  Court,  power  is  given  to  the 
Accountant  to  report  to  the  Lord  Ordinary,  and  he  has  also  the  power  of 
laying  a  case  before  the  Lord  Advocate  when  he  suspects  malversation  or 
misconduct  such  as  may  infer  removal  or  punishment  (see  sees.  19,  20,  and 
21,  Pupils'  Protection  Act  1849). 

3.  Special  Powers. — The  ordinary  powers  of  factors,  as  they  are  at 
present  defined,  are  frequently  insufficient  for  the  beneficial  management 
of  an  estate,  and  accordingly  factors  have  power  to  apply  to  the  Court  for 
special  powers  to  do  what  is  beyond  their  ordinary  factorial  powers.  No 
important  or  extraordinary  step  should  be  taken  by  the  factor  without  first 
of  all  receiving  the  approval  of  the  Court.  In  some  cases  factors  have 
been  known  to  apply  for  special  powers  where  the  act  contemplated  fell 
within  their  ordinary  powers.  No  rules  can  be  laid  down  as  to  when  a 
factor  should  apply,  but  the  following  are  a  few  instances  where  special 
powers  have  been  applied  for  to  enable  the  factor  to  carry  out  the  act : — 

(1)  For  draining,  erecting  buildings  and  fences,  and  otherwise  improv- 
ing the  estate. 

(2)  To  purchase  an  annuity  where  the  factor  deems  it  proper  for  the 
comfort  and  welfare  of  the  ward.  It  has  been  settled  that  the  annuity 
must  be  purchased  from  an  office  in  Scotland. 

(3)  To  sell  heritage.  The  power  to  sell  heritage  is  only  granted  in 
cases  of  necessity  or  great  expediency,  as  in  the  following  instances: — 
(a)  Where  heritage  is  rapidly  deteriorating  through  want  of  funds  to 
repair,  and  where  borrowing  is  inexpedient.  (V)  To  pay  a  debt  where 
borrowing  is  inexpedient  or  impossible,  (c)  To  fulfil  an  obligation  to  sell 
already  incurred  by  the  ward's  father  or  the  factor's  predecessor,  (rf)  Sale 
of  heritage  for  aliment  of  ward  where  the  income  is  insufficient. 

(4)  Power  to  borrow.  This  is  only  granted  in  cases  of  necessity,  and  is 
preferred  where  possible  to  a  sale. 

(5)  Power  to  feu  and  grant  long  leases. 

(6)  Power  to  excamb  or  exchange  heritable  property. 

(7)  Power  to  make  up  titles. 

(8)  Power  to  collate  heritage  where  it  is  to  the  ward's  advantage. 

(9)  Power  to  grant  aliment  to  dependents  of  pupil. — Aliment  is  only 
granted  to  those  dependent  on  a  pupil  when  they  are  in  want,  and  have  a 
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legal  claim  for  support  against  the  pupil,  and  the  pupil  is  able  to  afford 
aliment 

(10)  Power  to  make  payments  out  of  capital. — Special  powers  are  granted 
where  necessary  in  the  ward's  interests,  such  as  granting  him  aliment,  to 
pay  for  his  education,  or  to  teach  him  a  trade. 

(11)  Power  to  carry  on  trade. 

(12)  Entails. — Special  powers  must  be  obtained  in  order  that  a  factor 
may  be  authorised  to  charge  against  the  future  heirs  money  expended  in 
improvements  (see  sec.  7  Pupils'  Protection  Act  1849). 

It  must  be  noted  that  although  the  authority  of  the  Court  may  be 
granted  in  such  cases,  yet  such  authority  does  not  render  the  act  safe  urom 
subsequent  challenge.  In  the  "  Notes  for  Guidance  of  Factors "  the 
following  paragraph  regarding  special  powers  should  be  noted  by  factors : — 

"  The  Accountant  cannot  take  the  responsibility  of  giving  opinions  for 
the  guidance  of  factors  unless  in  the  course  of  his  duty,  in  the  annual  audit 
of  a  factor's  account,  or  to  the  Court  in  applications  by  factors  for  special 
powers.  In  the  latter  case  the  factor  proceeds  in  the  form  of  a  report  to 
the  Accountant,  mentioning  the  circumstances  and  his  own  views  (as  in  a 
Petition  to  the  Court),  and  concludes  (as  in  the  prayer  of  a  Petition)  by 
stating  briefly  the  exact  powers  he  wishes  the  Court  to  grant  to  him.  The 
Accountant's  opinion  will  follow  thereon.  The  factor  then  brings  his 
report,  with  the  Accountant's  opinion,  by  Note  before  the  Court.  A  copy 
of  the  Interlocutor,  appended  to  the  Note  to  the  Court,  should  be  at  once 
forwarded  to  the  Accountant." 

4.  Termination  of  Office. — After  the  accounts  of  the  factor  have  been 
remitted  to  the  Accountant  for  audit,  and  his  report  obtained,  the  factor 
may  apply  for  his  discharge  where  the  factory  has  terminated,  as,  for 
example,  when  a  tutor-dative  has  been  appointed.  When  the  factor  applies 
for  his  discharge  at  the  termination  of  the  office,  e.g.,  should  the  ward 
choose  curators  on  the  youngest  attaining  minority,  there  must  be  pro- 
duced—  • 

(1)  Evidence  of  the  age  of  the  youngest  of  the  pupils. 

(2)  Evidence  that  the  minors  have  chosen  curators,  e.g.  the  extract 
decree  of  curatory. 

(3)  A  discharge  by  the  minors  with  consent  of  their  curators  acknow- 
ledging that  the  funds  and  effects  under  the  factory  have  been  paid  over 
to,  or  accounted  for  to  them.  The  discharge  should  refer  in  special  terms 
to  the  funds  and  effects  as  at  the  termination  of  the  office,  reported 
on  by  the  Accountant.  A  convenient  form  is  to  append  a  state  of  these 
funds  to  the  discharge,  referring  to  it  in  the  latter,  and  holding  it  as  therein 
repeated. 

5.  Caution. — As  already  mentioned,  a  factor  loco  tutoris,  like  all  other 
judicial  factors,  must  find  caution  before  he  extracts  his  appointment.  The 
bond  of  caution,  duly  attested,  is  lodged  with  the  Clerk  of  Court  within 
one  month  from  the  date  of  the  appointment  if  no  other  date  is  fixed. 
The  period  is  three  weeks  with  Sheriff  Court  appointments.  The  Clerk  of 
Court  must  be  satisfied  as  to  the  sufficiency  of  the  cautioner  or  cautioners. 
The  ordinary  rules  applying  to  cautionary  obligations  apply  to  cautioners 
for  judicial  officers.  The  following  special  points,  however,  are  worthy  of 
notice : — 

(1)  The  cautioner  is  liable  even  for  acts  of  the  factor  done  in  virtue  of 
special  powers  obtained  from  the  Court,  and  it  is  therefore  necessary  and 
proper  that  the  cautioner  should  be  notified  when  a  petition  is  being 
presented  for  special  powers. 
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(2)  The  Court  will  not  accept  a  cautioner  who  limits  his  liability  to  a 
certain  sum  unless  it  has  so  prescribed. 

(3)  The  guarantee  does  not  terminate  by  the  death  of  the  cautioner 
where  he  binds  his  heirs.  The  factor  must  intimate  the  cautioner's  death 
or  insolvency  to  the  Accountant  of  Court. 

(4)  The  cautioner  may  withdraw  from  his  liability  as  cautioner  on 
giving  reasonable  notice,  unless  he  has  bound  himself  for  a  specified  time, 
in  which  case  he  cannot  withdraw  until  the  time  expires. 

(5)  The  septennial  limitation  does  not  apply  to  bonds  of  caution  for 
judicial  officers,  nor  is  the  cautioner  freed  by  the  delay  of  a  creditor  in 
proceeding  against  the  factor. 

II.  Curator  Bonis  to  a  Minor 

A  curator  bonis  to  a  minor  is  an  officer  appointed  by  the  Court  to 
manage  the  estate  of  a  minor  above  pupilarity.  A  factor  loco  tutoris 
becomes  ipso  facto  curator  bonis  to  a  minor  when  the  pupil  attains 
minority,  and  remains  so  until  the  minor  attains  majority  or  chooses 
curators  (Factors  Act  1889,  sec.  11).  A  curator  bonis  comes  under  the 
provisions  of  the  Pupils'  Protection  Act  1849  and  Judicial  Factors  Act 
1889,  so  that  his  position,  powers,  and  duties  generally  are  similar  to  that 
of  a  factor  loco  tutoris  explained  above.  There  are,  however,  a  few  points 
of  difference,  and  these  are  dealt  with  here. 

1.  Appointment — It  was  at  one  time  the  rule  that  the  Court  were 
much  averse  to  appoint  a  curator  bonis,  unless  in  exceptional  cases,  as  the 
curator  practically  superseded  the  minor  in  the  management  of  the  latter's 
affairs.  As  time  went  on,  however,  this  rule  was  relaxed  on  account  of  the 
importance  of  having  a  paid  officer,  and  the  difficulty  of  obtaining  common- 
law  curators.  Moreover,  the  facility  with  which  the  appointment  of  curator 
bonis  can  be  made  compared  with  the  cumbrous  form  of  choosing  curators, 
has  done  much  in  the  way  of  relaxing  the  former  rule.  The  provision  in 
sec.  11  of  the  Judicial  Factors  Act  1889  mentioned  above  has  also  obviated 
the  old  rule  that  a  case  of  necessity  must  be  made  out.  A  minor  must 
consent  or  be  a  petitioner  or  non-objecting  respondent  in  the  petition  for 
an  appointment,  and  this  rule  avoids  the  risk  of  injustice  and  hardship. 
He  may,  however,  be  a  consenting  party,  and  where  the  minor  is  alleged 
to  be  unduly  influenced  to  his  prejudice,  the  relative  petitioning  may  call 
the  minor  as  respondent.  With  regard  to  the  persons  capable  of  being 
appointed  curator  bonis  the  same  rules  hold  as  in  the  case  of  the  appoint- 
ment of  a  factor  loco  tutoris. 

2.  Powers  and  Duties. — These  are  substantially  the  same  as  those 
already  referred  to  in  dealing  with  a  factor  loco  tutoris,  with  the  exception 
that  a  minor  may  object  to  the  curator  applying  for  special  powers.  If  the 
minor  so  objects,  it  is  doubtful  whether  the  Court  will  grant  its  authority 
except  in  very  special  circumstances. 

III.  Curator  Bonis  to  an  incapax 

1.  Appointment. — This  is  an  officer  appointed  by  the  Court  to  manage 
the  affairs  of  persons  who  are  incapable  of  managing  their  own  affairs  by 
reason  of  mental  or  physical  infirmity.  These  officers  come  under  the 
provisions  of  the  Pupils'  Protection  Act  1849,  and  the  supervision  of  the 
Accountant  of  Court.  It  is  not  necessary  that  the  party  be  absolutely 
insane,  but  if  mentally  unfit  to  manage  his  own  affairs  an  appointment 
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will  be  made.  Mental  incapacity  is  the  most  frequent,  but  cases  are  on 
record  where  appointments  have  been  made  to  persons  physically  unfit  to 
manage  their  own  affairs.  Before  an  appointment  will  be  granted,  the 
Court  must  be  satisfied  that  (1)  personal  service  of  the  petition  has 
been  made  on  the  alleged  incapax,  and  (2)  primd  facie  evidence  of  in- 
capacity must  be  produced.  Certificates  by  two  medical  men  on  soul  and 
conscience,  stating  that  the  party  is  unfit  to  manage  his  own  affairs,  and 
stating  the  cause  and  its  duration,  constitutes  primd  facie  evidence.  The 
incapax,  however,  frequently  opposes  the  petition,  and  lodges  certificates 
by  independent  medical  men,  in  which  case  the  Court  decides  what  course 
had  best  be  taken.  The  petition  may  be  presented  by  (1)  the  incapax 
himself;  (2)  relatives;  (3)  any  parties  interested,  failing  relatives,  such  as 
creditors;  (4)  by  the  Accountant  of  Court  where  a  factor  has  ceased  to 
act ;  and  (5)  by  the  Lord  Advocate  when  a  report  has  been  communicated 
to  him  under  the  Lunacy  Act  (20  and  21  Vict.  c.  71,  sec.  81).  The  same 
rules  apply  as  to  who  may  be  appointed,  as  already  referred  to  in  treating 
with  a  factor  loco  tutoris. 

2.  Powers  and  Duties. — A  curator  bonis  to  an  incapax  coming  under 
the  provisions  of  the  Pupils'  Protection  Act  1849  as  he  does,  his  powers 
and  duties  are  in  the  main  similar  to  those  of  a  factor  loco  tutoris. 

3.  Special  Powers. — (1)  The  Court  will,  if  required,  grant  special  powers 
to  sink  the  ward's  estate  in  the  purchase  of  an  annuity,  out  of  which  the 
ward  will  be  maintained.  No  special  powers  are  required  to  apply  the 
income  of  the  estate  to  the  ward's  maintenance. 

(2)  Power  will  be  granted  to  the  curator  bonis  to  supply  aliment  to 
those  whom  the  ward  is  legally  bound  to  support,  as,  for  instance,  the  wife 
and  family  of  the  ward.  The  Court  may  grant  power  to  carry  out  the 
intention  of  the  ward  where  there  is  evidence  that  the  ward  intended 
to  educate  or  start  in  life  any  of  his  children  in  a  certain  manner,  and,  if 
necessary,  the  Court  may  grant  powers  to  encroach  on  the  capital,  or  borrow 
on  the  security  of  the  estate  for  that  purpose. 

(3)  Power  may  be  granted  to  carry  out  the  ward's  intention,  if  clearly 
evinced,  if  it  is  for  the  benefit  of  himself  or  his  estate,  even  though  no 
necessity  exists.  The  ward's  intention  of  granting  aliment  to  his  relations, 
or  even  to  strangers,  may  also  be  carried  through  by  the  curator  after 
receiving  the  authority  of  the  Court. 

4.  Termination  of  Office. — The  factory  terminates  when  the  ward 
recovers.  The  curator  in  this  event  presents  a  petition  for  recall,  pro- 
ducing therewith  medical  certificates  of  the  ward's  recovery.  After  the 
curatory  is  recalled,  the  ward  may  execute  a  valid  discharge  acknowledging 
that  the  funds  and  effects  have  been  handed  over  to,  or  accounted  for  to 
him.  The  Accountant  of  Court  audits  the  accounts  prior  to  the  curator 
obtaining  his  discharge,  in  the  same  way  as  in  the  case  of  a  factor  loco 
tutoris.  In  the  case  of  the  death  of  the  ward,  the  following  documents 
must  be  produced  where  the  curator  applies  for  a  judicial  discharge. 

1.  Where  the  ward  dies  testate,  the  curator  requires  to  produce — 

(1)  The  deceased's  will,  or  trust  settlement,  or  an  extract. 

(2)  Confirmation  by  the  trustees  and  executors  acting  under  it. 

(3)  A  discharge  by  them  to  the  effect  that  the  funds  have  been  handed 
over  or  accounted  for  to  them. 

2.  Where  the  ward  dies  intestate — 

(1)  Production  of  confirmation  by  the  executor-dative. 

(2)  A  discharge  by  him  to  the  effect  above  described 
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IV.  Factor  loco  absentis 

An  officer  appointed  by  the  Court  of  Session  to  manage  the  estates  of  a 
person  absent  from  Scotland.  In  the  ordinary  case  it  is  necessary  that  the 
absentee  should  have  estate  or  probable  claim  to  estate  in  Scotland. 

1.  Appointment — It  is  essential  that  the  absentee  should  be  alive  or 
presumed  to  be.  He  may  be  ignorant  of  his  rights  or  of  their  unprotected 
condition.  Ignorance  is  presumed  from  continual  silence,  and  the  impos- 
sibility of  communicating  with  the  absentee  from  his  address  not  being 
known.  Where  the  interests  of  third  parties  require  protecting,  e.g. 
creditors  or  heirs  of  entail,  the  Court  usually  make  an  appointment  on 
application.  The  parties  entitled  to  petition  and  those  who  may  be 
appointed  are  much  the  same  as  in  the  previous  appointments  above 
referred  to.  A  factor  loco  absentis  cannot  be  appointed  in  the  Sheriff 
Court. 

2.  Powers  and  Duties. — The  provisions  of  the  Pupils'  Protection  Act 
1849  apply  in  this  case,  and  it  should  be  noted  that  under  the  Trust  Act 
1884,  sec.  2,  the  word  "trustee"  includes  factor  loco  absentis,  so  that  the 
powers  and  duties  of  factors  loco  absentis  are  more  or  less  similar  to  the 
powers  and  duties  already  set  forth. 

3.  Special  Powers. — A  factor  loco  absentis  stands  in  a  very  different 
position  from  a  factor  loco  tutoris  with  regard  to  obtaining  special  powers, 
as  the  absentee  may  at  any  time  turn  up  and  conduct  his  own  affairs. 
The  Court  therefore  only  grant  special  powers  in  cases  of  strong  expediency. 

4.  Termination  of  Office. — The  factory  will  be  recalled  when  the  absentee 
returns,  but  such  recall  will  not  be  granted  until  he  has  examined  the 
factor's  accounts.  Before  the  curator  can  be  judicially  discharged,  a  judicial 
audit  by  the  Accountant  is  necessary,  and  evidence  of  the  absentee's  return 
must  be  produced  together  with  a  discharge  by  him  acknowledging  receipt 
of  the  funds. 

V.  Judicial  Factors  on  Trust  and  Intestate  Estates 

In  addition  to  the  four  classes  mentioned  above,  judicial  factors  are  also 
appointed  on  trust  estates  and  intestate  estates.  Where  any  trust  which 
appears  to  have  become  inoperative  through  no  trustees  acting,  or  where 
the  trustees  are  equally  divided  on  a  question  and  things  are  at  a  standstill, 
the  Court  may  either  appoint  new  trustees  or  appoint  a  judicial  factor. 
The  appointment  of  a  judicial  factor  to  administer  a  trust  estate  is  made 
whenever  the  Court  is  satisfied  that  such  an  appointment  is  necessary  to 
carry  out  the  intention  of  the  truster  and  protect  the  estate.  When 
a  body  of  trustees  wish  to  resign,  they  should  take  steps  to  have  new 
trustees  or  a  judicial  factor  appointed  before  they  do  so.  A  sole  trustee  or 
the  survivor  of  trustees  cannot  resign  until  he  has  assumed  new  trustees 
with  the  consent  of  the  beneficiaries  or  has  petitioned  the  Court  for  the 
appointment  of  new  trustees  or  a  judicial  factor.  When  a  person  has  died 
intestate  and  the  heir  is  unknown,  or  there  is  an  uncertainty  as  to  who  is 
the  heir,  the  Court  may  appoint  a  judicial  factor  to  manage  the  estate  until 
the  heir  is  determined. 

Any  person  having  an  interest  in  the  estate  may  petition  for  the 
appointment  of  a  judicial  factor.  A  trustee  where  a  deadlock  in  the 
administration  of  the  trust  is  averred,  may  petition.  Again,  the  trustees 
may  petition  where  they  find  that  they  have  adverse  interests  as  trustees 
and  as  individuals.     Beneficiaries  under  the  trust  may  petition  either  alone 


